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Report on Railway Taxation. 


In pursuance of the duties entrusted to us, as a Commission on Rail- 

way Taxation, we have sought to obtain information on the subject from 
all available sources. Since, outside of Canada, Britain and the United 
States are the two chief countries in which railroads are owned and oper- 
ated as private enterprises, we naturally turned to them as sources of the 
most valuable information. ‘The American conditions, however, are most 
nearly similar to our own. In consequence of their numerous experiments, 
their constitutional variations and the different lines of their past experi- 
ences, no two States of the American Union have as yet quite reached the 
same practical conclusions. The United States, therefore, affords a uni- 
quely instructive field for the practical study of taxation, as of many other 
economic and constitutional problems. 
In considering the States to be visited, we selected those which were 
among the most typical and important in themselves, which were most 
likely to be instructive for Ontario, and in which our Canadian railway 
systems owned or controlled more or less important sections, or with whose 
lines they were most intimately connected. We, therefore, visited the fol- 
lowing States: Michigan, Indiana, Illinois, Wisconsin, Minnesota, Maine, 
Massachusetts, New York, Pennsylvania and New Jersey. We interviewed 
various Boards of Assessment or Taxation, and particularly those officials 
in each State whose duties required them to deal more or less constantly 
with the taxation of railways and similar corporations. We were every- 
where treated with the utmost kindness and courtesy, while in most cases 
unusual pains were taken and facilities granted to put us in possession of 
all possible information, not only upon the subject of railway taxation, but 
upon all the other varied phases of taxation with which it was associated. 
From official sources we also obtained much information as to the various 
methods of controlling rates and otherwise regulating the business of rail- 
ways and other corporations. We were furnished in every State with ‘all 
available laws, reports and statistics on the subject, including several quite 
rare reports. The information obtained from our interviews with the State 
officials was characterized alike by modesty and frankness, in commenda- 
tion of the merits, and admission of the defects of their respective systems 
of taxation. In all cases these interviews afforded indispensable light upon 
the details of the actual working of the various State ‘Systems. 

In order that we might have the benefit of viewing the subject from 
all points of view, we visited the chief northern cities, and interviewed 
those representatives of leading railways and other corporations who were 
understood to have most carefully studied the subject of taxation. At 
their hands also we received the most courteous treatment and much valu- 
able information, given frankly and freely, the more so, in some cases, that 
it was not intended for specific quotation. 

We also took advantage of every opportunity to discuss the subject with 
professors of the leading universities who are specialists in taxation or other 

hases of public finance. At Washington, we visited the headquarters of 
Interstate Commerce Commission and obtained much information of a 
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special character dealing with railway returns and the forms prescribed for 
their arrangement and collection. 

We also interviewed several journalists and others who had devoted 
special attention to such subjects as taxation, corporation finance, or rail- 
road administration. In all cases we were treated with patience and gen- 
erosity, and furnished with all possible information, oral and printed. We 
have thus been enabled to view the subject of railway taxation from many 
sides and in various settings, and if we have not been able to do justice to 
the subject the fault *s certainly our own. 

In the main body of our report we have sought to place before the 
members of the Legislature and the general public of Ontario, an adequate 
and yet not too voluminous summary of the evidence which we have col- 
lected. We have attempted to give, as far as possible in the words of the 
original reports, laws and interviews, a survey of the system of taxat*on, 
as applied to railways and other transportation and transmission companies, 
in each State, and of the efforts which have been made, in recent years at 
least, to alter and amend the various systems. 

In presenting a summary of the British system, we have availed our- 
selves more especially of the exhaustive and voluminous reports of the 
Royal Commission on Local Taxation, recently completed. 

We have added also a survey of the taxation of railways in the various 
Provinces of the Dominion. 

We have been indebted, for valuable assistance, to such a large number 
_of persons that it is impossible to acknowledge our obligations in detail. 
We must content ourselves with a slight reference to the very efficient and 
painstaking services of the Secretary of the Commission, Mr. W. B. Wilk- 
inson, who, in addition to contributing valuable elements to our discussions, 
undertook the greater part of the work of preparing our itinerary, arranging 
interviews and procuring documents and materials. 


The question as to the most suitable method for the taxation of rail- 
ways is simply a section, though in Canada to-day the most important sec- 
tion, of the general problem as to the taxation of economic corporations. 
The problem of the taxation of corporations is a comparatively new one in 
Canada, but it is certain to continue to enlarge in importance and complex- 
ity, until it far overshadows all other aspects of direct taxation. 

A glance over the pages of the official gazettes alike of the Dominion 
and of the several Provinces will indicate the astonishing growth of cor- 
porate enterprise in Canada within the past few years. In this respect we 
find ourselves following in the wake of the development which has been 
going on for a considerable period in the United States, and which is still 
far from showing any sign of abatement. Turning to ‘the older countries 
of Europe, we observe that, notwithstanding long centuries of previous 
economic development, they, too, are following the Anglo-Saxon world, 
in the creation and use of these newer economic organs, quite as eagerly 
as the younger countries just rising to self-conscious nationality. 

On every hand we find corporate enterprise more and more extensively 
covering at once the older economic fields and the newer enterprises of pro- 
duction and service. In Canada we have every reason to expect that in time 
the greater part of the capital of the country will take the form of corpor- 
ate property, and that the individual citizens will hold an ever-increasing 
part of their wealth in the shape of corporate securities, representing either 
shares in enterprises, or loans advanced to support or extend their business. 
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Inasmuch, then, as the taxes which are required for the enlarging 
needs of the public service must be derived from the general wealth 
of the community, they must be levied in increasing measure upon a con- 
stantly expanding range of corporate property or income. For this reason, 
the problem of corporate taxation has come to represent, if not for the pre- 
sent yet at least for the immediate future, the most important feature of 
direct taxation. The proper solution of this problem is, therefore, a matter 
of the greatest concern. 7 The importance of inaugurating a proper system 
of corporate taxation is emphasized ‘when we learn from the experience of 
those who have gone before us in these lines, that, while it is comparative- 
ly easy to select any one of several methods of taxation, when we are en- 
tering upon new fields, yet it is well nigh impossible to remedy mistakes 
once a system comes into full working order. As time passes and important 
concrete interests adjust themselves more or less to the special method 
adopted, even though it may turn out to be very imperfect, it will be found 
exceedingly difficult to change to what may be plainly recognized as a better 
system, on account of the dislocation of interests and obligations, private 
and public, which a change would involve. Nothing in the wide range of 
American experience is more impressive than the constant testimony which 
_ the actual workings of their systems of taxation bear to the all important 
necessity of getting started on right lines. And to the American testimeny 
may be added the British, especially on the subject of railway taxation. 


There is, indeed, at present one important tendency, which suggests 
some mod'fication of the future prospect of the prevalence of corporate pro- 
perty, and that is the possibility of a very extensive series of experiments 
in the line of public ownership of corporate enterprises. This tendency 
is of the utmost importance from the point of view of taxation, inasmuch 
as public undertakings, whether municipal, provincial or national, have 
been hitherto almost uniformly exempt from ordinary taxation, while, at 
the same time, it is quite obvious that their expansion would steadily in- 
crease the need for civic expenditure. But increasing civic expenditure 
would have the effect of adding to the burdens of taxation upon the remain- 
ing enterprises in private or corporate hands. In not a few cases the re- 
latively diminished range of private property would find itself liable to 
the double handicap of having to pay increased taxes, and at the same time, 
in more or less direct measure, of requiring to compete with public enter- 
_ prises backed by public resources, or public credit, and free from taxation. 


This feature of the tax problem is introduced here merely as a re- 
minder of a possible new and important factor of disturbance for the future, 
and as, in that case, raising the very interesting question as to whether it 
might not be absolutely necessary, in justice to private enterprise and in 
the face of increasing public burdens, to require that all public owned and 
operated enterprises should bear their fair share of taxation, along with 
private property. In this connection it is to be noted that the undertaking 
of economic production, or service, under the auspices of a government, 
is a very different matter from the rendering of those public duties, for the 
discharge of which the government is justified in collecting taxes from all 
forms of property, whether directly or indirectly benefitted. 

Our more immediate problem, however, is that connected with the 
taxation of corporate enterprises, which are still in the hands of associated 
private individuals. 


Owing to special historic conditions, partly of a political and partly 
of a financial nature, which need not be entered upon here, the Canadian 
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Provinces have found themselves brought into Confederation and main- 
tained so far without the necessity of resorting to a regular system of direct 
taxation, for the support of Provincial treasuries. The chief mainstay 
of Provincial finance has been the large annual subsidy received from the 
Dominion. In Ontario, this is supplemented by a considerable sum as 
interest from capital also held by the Dominion, and these contributions 
are paralleled by a large revenue derived from the disposal of the natural 
capital of the Province in the shape of lands, mines and forests, more par- 
ticularly the latter. Thus, out of a revenue of about $4,500,000, $3,000,000 
are accounted for in nearly equal proportions from the Dominion Govern- 
ment and from the natural resources of the Province. Something over 
another half million is obtained from succession duties and the recently 
adopted taxes on corporations. One-third of the remaining million comes 
from license fees, and a good part of the residue is a partial return for 
special services. 

In consequence of these resources, the Province has never yet been 
constrained to resort to the ordinary system of miscellaneous direct taxa- 
tion, or the general property tax, that having been reserved entirely for the 
support of local or municipal institutions. As a result, the people of On- 
tario have hitherto lived in blissful ignorance of the trials and difficulties 
of administering a general property tax, for the double purpose of furnish- 
ing a municipal and a Provincial revenue. They have thereby escaped 
the fate of practically every American State. Our American friends have 
a very vivid realization of what is involved in a system of ‘taxation, which 
requires that every ratepayer throughout the State shall contribute, not 
only a municipal and school tax, but an additional tax for the support of 
the State government. Our county councillors have had somé experience 
of the difficulties of making an equitable and fair rating of the various 
interests as between the different townships, in their contributions to the 
county tax. They may imagine, therefore, what would be necessary to 
effect, or at least to attempt to effect—for it seldom gets beyond that—an 
Ddvastalent or equalization of taxation throughout every municipality in. 
the Province, with a view to having each one contribute its proper share 
towards the Provincial revenue. Yet this is the problem, which is practi- 
cally always facing the people of the United States, in providing for their 
State revenues. 


With enlarging economic interests, and with the maze of economic 
complexity which is presented by a large city, the difficulty of the State 
or Provincial problem increases so rapidly that it baffles human ingenuity 
to provide even an approximate solution. “We could get on not so badly,” 
said an Illinois State official, “if it were not for the city of Chicago, but 
that upsets all our calculations” 

It has been in no small measure due to the difficulties which this pro- 
blem introduces, that there have resulted those endless experiments in the 
matter of taxation, and especially in the taxation of corporations, which 
are met with in a survey of the fiscal experiences of the American States. 


Their varied experience, however, is of the utmost significance for us, 
as indicating, on the gne hand, the fortunate position which Canadians — 
Gn this and other Provinces have hitherto enjoyed, and, on the other, the 
mecessity for our considering what precautions it may be necessary for us 
to take, if we woul'd avoid falling into the entanglements which are in- 
evitable where the same system of direct taxation has to be employed 
alike for local and State purposes. The efforts now being made in the more 
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enlightened States to escape from these difficulties show that what we en- 
joy asa birthright others are anxious to purchase at a great price. 

Now it is quite evident to anyone who has followed the financial history 
and the economic development of this Province, that, while our Provincial 
needs are steadily growing, we cannot expect to always meet them either 
by periodic raids upon the Dominion Treasury, under the euphemism of 

“seeking better terms’’, or by continually increasing drafts upon our gifts 
tom nature, especially our forests and lands. Even with the present main- 
stays for our income, we must, before long, consider what other important 
sourees of revenue there may be to which our Provincial Treasury may have 
recourse. Otherwise, we may find ourselves face to face with the necessity 
of resorting to direct taxation on the same lines as the municipalities, just 
when the difficulty of working such a system has increased to the point of 
practical impossibility, on a fair and equitable basis. 

We enjoy at present virtually three different sources of revenwe, corres- 
‘ponding to our three political divisions as a federal state. We have a cus- 
toms tax administered by the Dominion Government for its own support, 
yand as the source of the subsidies which:-it pays to the Provinces. Asa 
Province, we have the subsidy from the Dominion, our natural capital, 
your license fees, succession duties and a few corporation taxes, none of 
which interfere, on the one hand, with the fiscal system of the Dominion, 
tor, on the other, with the taxation employed in the municipalities. Yet, 
just as the Dominion subsidizes the Province, so, out of our Provincial re- 
venue, we supplement local revenues for educational, charitable and 
other purposes. Thus distribution of revenue is quite consistent with in- 
dependence of taxation, a principle which is also recognized in the ‘United 
States. 

It is quite plain that the only source of revenue, as yet tapped by the 
Province, which is capable of indefinite expansion with the incnease of Pro- 
vincial resources and Provincial needs, is the tax upon successions and 
corporations, provided these taxes are maintained upon purely Provincial 
lines, as distinct from a system of municipal taxation. When we turn to 
the experience of the United States, and ask upon what lines they are pro- 
ceeding in the attempt to emancipate themselves from the confusion be- 
tween municipal and State taxes, we find that they lie for the most part in 
the directions which we have indicated. 

It follows, then, that one of the most important objects to be achieved, 
or, as in’the case of Ontario, to be maintained, is to preserve the financial 
independence of the three phases of our government, the Federal, Pro- 
vincial and Municipal. There will always be disputes connected with the 
adjustments of tariffs and the relative burdens of customs taxes borne by 
different interests, but these questions are confined to the arena of Domin- 
ion politics, and do not affect the equally burning questions in municipal 
regions, as to the relative amounts of direct taxation contributed by dif- 
ferent individuals and different classes in the same municipality. It is 
to be observed that while each one professes to desire perfect equality of 
taxation upon property which is subject to any specific system of taxation, 
no great difficulty is raised where the same property is subject to totally 
different kinds of taxation by different authorities. Thus, the income of 
the citizens may be drawn upon in totally different proportions in customs 
duties, as compared with the contributions to direct municipal taxation. 
Hence, if corporations were taxed on the distinctively corporate phases of 
their wealth, by the Provincial Treasury, and upon a different principle 
from ordinary private property, there might be less tendency to make those 
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impossible demands which are now so generally urged, that corporate pro- 
perty should be taxed on exactly the same basis and by exactly the same 
standards as private property. 

What then, it may be asked, are the differences between private and 
corporate property, which would justify the taxing of private property on 
one basis and corporate property on another, and which, in turn, might 
sanction the allotting of private property to direct municipal taxation, and 
the taking of corporate property, other than real estate at least, as the basis 
of Provincial taxation, and upon a somewhat different principle? In mak- . 
ing this distinction it is assumed that the stock of corporations, as held by 
individuals, is not to be regarded as private property for purposes of taxa- 
tion, since to tax both the corporation as a whole and the shareholders on 
their shares would be to tax the same property for the same purpose, twice 
over 

In tracing the natural distinction between private and corporate pro- 
perty, as regards a fairly uniform basis for taxation, we find ‘the following 
important differences. 

In the first place private property is commonly located within definite 
municipal limits. A private individual may, indeed, own property *n 
several municipalties, but his holdings are represented in the vast majority 
of cases by separate parcels of property, which can be easily dealt with in 
each municipality. Corporate property, on the other hand, very frequently 
extends over several municipalities, as in the case of steam and electric 
railroads, telegraph and telephone companies, express companies, insurance 
companies, banks, trust and loan companies, and even various manufactur- 
ing and trading companies having branches and sections of their business 
in different municipalties. The characteristic of all such corporate enter- 
prises is, that the value of the business which they carry on in any parti- 
cular municipality, is more or less intimately dependent upon the business 
carried on by them in one or more other municipalities, rural or urban, 
and cannot, therefore, be properly estimated or taxed in any one place, or 
even any series of places. 

Again, it is always comparatively easy to locate or reach the owners 
of private property, who are, for the most part, individuals having a de- 
finite residence, even though it may not always be in the district where 
their property is situated and taxed. But it is usually practically impos- 
sible to get at all the owners of the more extensive forms of corporate pro- 
perty. A corporation whose capital is represented by shares, and perhaps 
by other securities in the nature of mortgage bonds, may, in proportion 
to its size or importance, find the owners of its capital scattered over the 
civilized world. Moreover, as the shares, and especially the bonds are 
easily transferable and many of them extensively dealt in upon stock ex- 
changes, the ownership of the capital of a corporation may be continually 
shifting, according to the activity of the stock market. It is much more 
convenient and accurate, therefore, to simply tax the corporation and make 
no attempt to locate the owners of its capital. But, in taxing the corpora- 
tion and not the owners of its capital, the business of the corporation as a 
whole has to be estimated, and that again leads to the difficulties just noted, 
where the corporate enterprise extends over several or possibly many muni- 
cipalities. 

Once more, private property is related to its owners in a very definite 
and personal manner. It is entirely under personal control and may be 
disposed of freely and completely. Hence it has a ready and obvious 
market value. The property of a corporation, on the other hand, is not in 
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the same way under the control of the shareholders. Their shares do not 
give to them individual command over the actual property of the corpora- 
tion. They have simply control over the management or direction of it, 
and that only in the proportion of their holdings of the company’s shares. 
Lhe permanent property of the corporation is as seldom in the market in 
detail as it is in the aggregate. Only its shares and its bonds, on the one 
hand, and its products or services, on the other, are normally in the market. 
For those who have not a controlling voice in the management, the posi- 
tion of the stockholder is much the same as that of the bondholder, who has 
not even a legal voice in the management, but simply advances capital to 
the corporation on the strength of the security which it can offer for prin- 
cipal and interest. 

Further, it is practically impossible to get at the details of the per- 
sonal property and income of private individuals. In these respects, how- 
ever, the larger corporations are in the opposite position. There is in no 
neterieal sense a market for the property of corporations. Hence their 
general property cannot be adequately estimated on any other ground than 
what it will earn. But their income or earning power can, in the gross, 
at least, be very definitely arrived at. Just because of the peculiar struc- 
ture of a corporation and the technical nature of the rights vested in the 
shareholders and bondholders, it is absolutely necessary, as a basis for its 
legal and economic existence, that its transactions should be carefully re- 
corded. There must be a record of the disposition of its capital stock, of 
the details of the business carried on, and, in consequence, of the annual 
outlay and income. There may, indeed, be much variety in the classifica- 
tion of the items of outlay and income; of capital expenditure, mainten- 
ance and working expenses, and consequently of net profit. But the gener- 
al details of outlay and income must be regularly recorded if the corpora- 
tion is to hold together and carry on its business. In the case of private 
property, however, where the ownership vests in a single individual, it is 
only a matter of expediency and not of necessity, that the individual should 
keep an accurate record of his income and outlay. Even where such a re- 
cord is kept it cannot be made a matter of public record and investigation, 
as in the case of a corporation. Thus, just where private property can be 
traced and valued, corporate property cannot be traced and valued, and 
where corporate property is most definite, as in the matter of its gross 
income, private property, outside of fixed ‘salaries, is, for the most part, 
whollv indefinite, and even where known cannot be made a matter of public » 
record. 

We have by no means exhausted the differences and contrasts between 
private and corporate property, but in the light of the facts here pointed 
out it is quite obvious that the popular belief and claim that corporate pro- 
perty can and should be assessed and taxed on exactly the same basis as pri- 

vate property, is quite impossible of realization. 

A survey of the actual practice of taxation in different states and pro- 
vinces, reveals the fact that, where both corporations and private indivi- 
duals are professedly taxed on the same basis of real and personal property, 
the greatest inequality actually prevails. Thus, if the tax is levied upon 
tangible property, many corporations, outside of railroads, having little 
real property in proportion to their business, and their personal property 
being practically impossible to get at, they are found to be taxed very light- 
ly as compared with individuals. But, where the so-called ad valorem or 
general property tax has been applied to corporations. in such a way that 
their real and personal property is valued by capitalizing the income which 
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the corporations derive from their whole business, as in the case of the new 
valuations in Michigan and Wisconsin, and, in milder form, in several other 
States, the result has been to yery considerably overtax corporations in pro- 
portion to private propertyM It being possible to get at the total earnings 
of the corporations and to make an arbitrary determination, in the first 
place, as to what is net profit and, in the second place, as to the proper per- 
centage at which it should be capitalized, the ad valorem value may be 
fixed at a very high sum. Thus, in several States the railroad assessment 
alone amounts to one-sixth or one-seventh of the total property of the 
State Mf it were possible to get at the income of private individuals, de- 
rived from their various callings and businesses, with the same fullness as 
in the case of corporations, and if they were to be taxed on the capitalized 
value of their net incomes, at the same percentages adopted in estimating 
the property of corporations, there would undoubtedly be a very startling 
increase in the general property valuation of any community. But, as we 
have seen, it is utterly impossible to get at private incomes, and it is uni- 
versally complained, on the part of assessors and assessment boards, that 
it is exceedingly difficult to get anything like an adequate return of pri- 
vate property. Hence, to place the capitalized income of corporations upon 
the same basis as the general property of private individuals, is plainly 
neither an accurate nor an equitable adjustment of taxation, as between 
corporate and private property. 

Since, then, it is impossible to equitably tax private property and cor- 
porate property on the same basis, there is no necessary injustice or inequal- 
ity in taxing them upon different principles or by different public authori- 
ties. In fact, it is the attempt to tax them both upon the same principle 
‘which works injustice and inequality, and it is only by taxing them upon 
different principles suited to each form of property that it is possible to 
attain to approximate justice and equality. 

So far, then, we have seen that there is a decided advantage in distin- 
guishing the different sources of revenue for Dominion, Provincial and 
Municipal government, even though one or more of these authorities may 
afterwards turn over part of its revenue to another. We have seen, also, 
that there is, in general, a natural and necessary distinction between pri- 
vate and corporate property, as regards the features of them which can be 
most accurately known ana measured, and which are, therefore, the most 
expedient and equitable phases for taxation. And we have also seen that, 
in the case of the largest and most important corporations, their property 
‘and their business may extend throughout several, and possibly many dif- 
ferent municipalities, and that, therefore, it is most natural and expedient 
that their taxation should be, for the most part, at least, undertaken by 
‘Provincial authority at narrowest. Also, if the Provinces are in need of ad- 
‘ditional revenue for the future, that the prospective expansion of corporate 
property affords a normal and natural basis for the increase of Provincial 
revenue. . 

' Having thus dealt with the question of corporate taxation in its larger 
and more general aspects, we are now in a position to apply these general 
‘conditions to the taxation of railroad corporations; and we are also in a 
position to deal more intelligently with the special problems and unique 
features of railroad taxation, and, incidentally, with the taxation of those 
closely associated corporations also connected, in one form or other, with 
the services of transportation and transmission. 

Probably the most striking characteristic of the railroad service, from 
the point of view of taxation, is the unusual amount of physical property 
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which, is required to be held or employed by railroads, in order to adequate- 
ly discharge the functions of transportation. They must acquire, in the 
first place, a continuous strip of real estate, known as the right of way, 
throughout the entire length of the service, including all the branch lines, 
‘In towns and cities, also, just where property is most valuable, railways 
require additional area for the accommodation of their cars while loading 
and unloading, for the shunting and making up of trains, for the storage 
and repair of cars and engines, for the supply of fuel, and above all, for 
the erection of costly terminals for the accommodation of passengers and 
goods. But even the acquiring of the original right of way is usually the 
smallest part of the necessary outlay. The right of way, however carefully 
located, is confined to a certain range of territory in order to give accom- 
modation to the public, or to make connection between important centres 
or sections of country, though the intermediate regions may afford little 
traffic. In putting the roadway into condition for the hauling of trains, 
‘a very considerable expenditure per mile is necessary in the best of country, 
and in the worst the range of outlay is very wide. Immense sums are ex- 
pended in cuttings and fillings, in bridges and possibly tunnels, and all 
this quite irrespective of the amount of traffic which is to be obtained when 
the line is completed. Indeed, it is often found that the region furnish- 
ing the smaller or less valuable traffic is the one in which it is most costly 
to build the railroad, while the easier territory for railroad operations is 
likely to be the most thickly settled and the most productive’ of traffic. 

Now all this is in striking contrast with the building and equipment 
of factories, warehouses, stores, offices, etc., for though one line of industry 
may require more accommodation in the way of buildings and machinery 
than another, yet all the establishments in the same line of business require 
much the same accommodation for a given output, and where building sites 
are higher trade is better. The economy in the size and organization of 
a plant is about the only important difference between industries of the 
same class. But, in the case of railroads, the outlay required to afford a 
certain service in one region may differ very greatly from the outlay neces- 
sary to afford a similar service in another region. 

The significance, for the problem of taxation, of all these very peculiar 
conditions of the railroad service, is simply this, that it is utterly impos- 
sible to determine the capacity of a railroad to pay taxes by taking an in- 
ventory of its physical property, with a view to determine what it cost to 
produce a fully equipped line in any particular part of the country. On 
the principle of making railroads pay taxes on the same basis as private 
individuals railroads would probably be taxed in inverse ratio to adjoining 
property, since the heaviest expenditure would be in the roughest country. 
Obviously cost of production or reproduction is no basis for the taxation 
of railroads. 

Can we fall back upon market value, or what a railroad would sell 
for? . Here, in the first place, we are confronted with the fact that there 
is no market for railroads, even as entities, much less in sections. Rail- 
roads, it is true, occasionally appear to be bought and sold. But even in 
these rare cases the apparent sales take place under very special conditions, 
and never under circumstances that could properly be said to establish a 
market value. So-called railroad sales really represent negotiations look- 
‘ing to the coalescence of hitherto independent properties which ean be more 
economically worked together, or connected with the reconstruction of roads 
which have got.into such financial embarrassment that they can no longer 
maintain themselves upon the old lines, and must, therefore, pass into other 
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hands or under other management. While, then, these occasional re- 
constructions, combinations and changes of control do actually take place, 
the financial terms on which the transactions are effected give no reliable 
clue to the real values of the railroads concerned. But if whole railroads 
‘have no determinable market, much less have the sections of railroads 
within municipalities, or even within Provinces or States. The very ex- 
penditure of large sums upon a section of railroad may render that sec- 
tion utterly valueless for any other local purpose, or any connection with 
adjoining property. 

The State of Michigan in determining to change from the gross earn- 
ings to the ad valorem system of taxing its railroads, made the most ela- 
‘borate and perfect attempt on record to determine what the physical pro- 
perty of the railroads was worth. on the basis of the cost of reproduction 
less the normal depreciation for wear and use. But when, at a cost of 
$60,000, this very elaborate and accurate appraisal was made, what was the 
practical value of it for taxation purposes? Virtually nil. "The real valu- 
ation was determined on quite other grounds and mainly, as was admitted 
by those making the assessment, on the basis of earnings. The result was 
that some roads were valued considerably above the cost of reproduction, 
while others were valued very much below it, and where the valuation was 
much the same as that of the appraisal it was a mere coincidence. Where 
the valuation was above the appraisal the difference was called the intang- 
ible or franchise value, but where it was below the appraisal the difference 
was not named, though more or less intangible also. But, though some- 
what costly for Michigan, the experiment tried there has been exceedingly 
valuable for the rest of the world, and therefore, by us at least, the outlay 
need not be regretted. The experiment has demonstrated that, however ser- 
viceable such a valuation may be in affording an independent and scientific 
‘basis for judging the cost of producton of modern railroads, under the 
varying conditions of such a state as Michigan, it 1s quite futile as a means 
of getting at the commercial value of a railroad as a going concern, or as @ 
‘basis for taxation. 

What other methods are there then for the valuation of railroads? A 
‘method which finds favor with many is that known as the stock and bond 
theory of valuation. While it may be admitted that there is no real market 
for railroads as a whole, yet it is quite obvious that there is a market for 
the stocks and bonds of a railroad. Hence, taking the values of these 
securities in the open market, have we not a perfectly free and well bal- 
anced estimate of financial experts and capitalists generally as to what any 
railroad is worth from the point of view of an investment? 

Assuming for the moment that the market prices of stocks and bonds 
represent the genuine conception of investors as to the value of these secur- 
ities, on what ground, we may ask, is that conclusion reached, and on what 
‘principle does it vary? First of all, then, the normal object of an invest- 
ment in securities may be taken to be the desire to obtain a profit from 
‘buying and selling them, or a revenue from holding them for dividends. 
As a matter of fact we find that, in general, railroad and other securities 
are high or low on the market according to the dividends on the stock, ur 
the interest which the bonds bear. But this is not always the case, and 
mever perhaps wholly the case. Observation will prove to us that stocks 
and bonds bearing the same rates of dividend or interest, will sell for vary- 
‘ing prices. So far as this is due to estimates based on investment, it reflects 
the judgment of the public as to the steadiness of the rate of dividend and 
the security of the principal. Where, as in the case of bonds, the rate of 
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interest is fixed, the relative security of the principal and the regular pay- 


ment of the interest has most to do with the valuation. So far, then, as 
the prices of stocks and bonds are fixed by the judgment of the investing 
public, they simply represent the earning capacity of the railroads and vary 
with it. Hence the taxation of stocks and bonds would be equivalent to the 
taxation of the capitalized value of the earnings of the railroads. 

But there are numerous special considerations which have to be taken 
into account, and which in many states and especially under modern con- 
ditions greatly impair the directness and simplicity of the stock and bond 
basis of taxation. That which chiefly concerns us in Canada is the very 
serious difficulty arising in connection with the taxation of bonds. In 
point of law, bonds differ very greatly from stocks. Stocks or shares legally 
represent an ownership in a corporation. The tax on stocks, therefore, ‘is 
simply a tax on the ownership of the property. Bonds, on the other hand, 
represent merely a security, in the nature of a mortgage, held against a 
property for money loaned to its owner for its development or operation. 
The bond. gives no title to the property pledged and no control over it or 
its management, so long, at least, as the stipulated interest is regularly 
paid and the security not impaired. Even, therefore, where capital stock 
may be assessed, bonds may not be assessable. According to decisions of 
the United States courts, bonds are not assessable where the bondholders 
reside beyond the boundaries of the assessing state. In Canada no attempt 
is made to assess foreign bondholders, though income derived from invest- 
ments in the country may be assessed. If, however, assessment is con- 
fined to the market value of stocks only, and only those bondholders living 
in the Province can be taxed on their investments here, then Ontario would 
certainly find itself, where several American States do, in a very uncertain 
position, on the stock and bond basis. 

In a State like Massachusetts, with a very strict corporation law, and 
whose railroads were built from the issue of fully paid up shares, with but 
little capital raised on bonds, and where even the bonds are largely held 
within the State itself, there was for a long time not much difficulty ex- 
perienced in working ’the system of taxing the railroad corporations on 
their stocks and the bondholders on their investments. But of late years, 
even in Massachusetts, difficulties have arisen, such as have always been 
felt in much greater measure in the newer states of the west. In the newer 
states, and in a province like Ontario, a great number of the railroad enter- 
prises of the country, more especially of late years, have been financed 
chiefly by the issue of bonds. The original stock in the case of the older 
lines like the Grand Trunk has commonly ceased to be of much market 
value, owing to the earnings being absorbed in paying interest on later 
bond isues. But according to the more modern methods of financing cor- 
porations, much of the stock may be issued as a bonus to those taking the 
bonds, or assigned to promoters and held at low values mostly for the pur- 
pose of keeping control of the system. Under such conditions the real 
capital value of the majority of the railways is represented by the bonds. 
But these securities, in the case of our Canadian roads, are for the most 
part held outside of Ontario, as well as outside of Canada. The attempt, 
therefore, to get at the true assessment of the railroads of Ontario by tak- 
ing the market value of their shares would result in a very unequal and 
unsatisfactory basis of taxation. Hven in an old and wealthy State like 
Pennsylvania the inequality which results from such a situation is strik- 
ingly brought out in some tables given in the section of the report dealing 
with that State. See pages 137-153. 
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There are several other reasons why the market value of the capital 
stock is not a reliable basis for determining the value of railroads or other 
transportation corporations. But sufficient has heen said to indicate that 
the local and practical difficulties connected with the stocks and bonds of | 
the railroads of Ontario, put them out of the question, as a feasible basis 
for taxation, At the same time, we have seen that, so far as these ade- 
quately represent the value of railways or other corporate enterprises, they 
do so simply by reflecting the earning power of the different properties. 

There remains, then, only the earning power of the-railroad as a stand- 
ard of valuation and a basis for taxation. The property of a railroad, un- 
like most other forms of real estate or personal property, is worth very 
little outside its use as a railroad. But the value of its use as a railroad 
depends entirely on what traffic it has and what revenue that traffic will 
produce. The earning power of a railroad, on the other hand, is not neces- 
sarily tied down to the value of the real estate or personal property which 
it represents, as measured by the cost of reproduction. The carrying 
capacity or productive power of a railroad is far more elastic than the pro- 
ductive power of a factory. Hence the earning power of a railroad, as of 
most other transportation and transmission enterprises, is quite independ- 
ent of the ordinary estimates of the real and personal property employed, 
except where these estimates are simply capitalized expressions of the earn- 
ing power itself. 

Now inasmuch as, on the one hand, there is no market for railroads 
and no facility for converting railroad property to other uses, and, on the 
other, there is no specific limit to the service which a railroad may render, 
it is plain that the only true estimate of a railroad property is its earning 
power or its income. Its income, therefore, would appear to be the proper 
and indeed the ideal basis for taxation, if it is found to be capable of dis- 
covery and definition without too elaborate or costly a mechanism and 
without insuperable legal difficulties. As far as legal right goes, it is un- 
doubtedly within the power of the Provinces of Canada to tax the railroads 
on their earnings, as far as these earnings are derived from traffic within 
the Provinces, or are an equitable share of the earnings obtained from 
international or interprovincial traffic. 

_ In the United States, however, owing to the wording and interpreta- 
tion of the constitution, it 1s held by the courts that taxation by any State 
of the earnings of a railroad derived from interstate traffic, is illegal. 
Consequently, even where the earnings of a railroad are made the basis of 
taxation, the tax laws are careful to state that the tax is a license tax or 
a franchise tax, merely measured by gross earnings; and it is often further 
guarded by some such qualifying clause as, “derived entirely from traffic 
within the State’’. In several States where the gross earnings tax is accept- 
ed by both the people and the railways, it is thought that the law is not 
really constitutional, but, as neither party cares to bring the matter to a 
test, it is permitted to stand. In Wisconsin, the gross earnings tax, lately 
abolished was declared by several judges to be unconstitutional, but they 
refused to give judgments adverse to the State on account of the confusion 
which would be introduced into the State revenue. 

When such States as Michigan and Wisconsin, which had previously 
taxed the ralroads on the gross earnings basis, reached the conviction that 
the railroads were not paying as,much as they might be made to pay, we 
find that, instead of simply raising the rate of the existing tax from, say 
four to, say five or six per cent., ‘they found it expedient to change the. 
basis of taxation. This was obviously done because they knew that the 
raising of the rate would meet with the opposition of the railroads and 
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would probably result in the tax law being declared unconstitutional, 
thereby paralyzing a large section of the revenue of the State until a new 
method of taxation should be adopted. Yet, as already indicated, and as 
an examination of its operation will show, the so-called ad valorem system 
of these and other States is really a roundabout method of getting at earn- 
ings once more on a higher rate of taxation. 

But, while the earnings of the railroads are admitted to be the chief 
factor, others are asserted also, because the commissioners, as some of 
them frankly admit, in order to protect themselves from an attack on 
‘their assessments, will not admit how they arrive at their valuations. 
In Michigan, however, when the change from the gross earnings to the 
ad valorem system was being introduced and a costly appraisal of the rail- 
roads was undertaken, it was really intended and expected that a totally 
new and independent basis of taxation would be arrived at, and that all 
the items of valuation, being determined by experts, would become matter 
of public record, so that not only the railroads but the public would be 
able to see just how the valuation of each railroad was made up. But, as 
already indicated, though the appraisal was most accurately accomplished, 
it was found impossible to accept it. Hence, in Michigan, as in the other 
states taxing on the ad valorem or general property system, the basis of 
valuation is not made public, and cannot be, indeed, for it is mere guess 
work. When asked in Michigan, Indiana or Wisconsin how values were 
arrived at, the general answer was, “We rely chiefly on earnings, but we 
take everything into account, physical property, market value of stocks 
and bonds, character of the country through which the road passes, nature 
of the business done, etc., etc.’’ How accurate the general estimate may 
be no one can tell. The best reference is naturally to earning power, but 
there, as we have seen, everything hinges, first, on what is net earnings; 
second, at what percentage net earnings should be capitalized; and third, 
how this will compare with the taxation of private property, and since 
private property cannot be treated as corporate property there is no means of 
determining this last. 
' We see why it is, then, that though on almost every hand, even in the 
states which believe themselves forced to abandon it, the earning power 
of corporations is held to be the only reliable and satisfactory basis of tax- 
ation, practically none of the American States find themseves able to 
frankly and fully accept it. Where it is employed, it is under some dis- 
guise or legal fiction, and commonly with the tacit consent of taxpayer 
‘and taxing authority that the fiction shall not be called in question. Here 
in Canada, however, we are not subject to such artificial restrictions, and 
there is no reason why we should not avail ourselves fully and freely of 
a system of railroad taxation on the basis of earnings. 
: The next question is, should we take net or gross earnings as a basis? 
‘Here there is little dispute as to what is desirable, other things being 
equal. Net earnings would undoubtedly be an ideal basis for taxation 
where all corporations have net earnings, or where net earnings could be 
readily discovered and separated from the other factors which make up 
gross earnings. But, in the first place, corporations have not always net 
earnings, and yet it could not be admitted, on any sound basis of public 
finance, that where an individual or a corporation had extensive possessions, 
but for a time no net earnings, they could be permitted to escape taxation. 

If, for the temporary encouragement of any industry, or the mainten- 
ance of a public service, the government or the people choose to specifically 
exempt any industry or undertaking from taxation, and thereby as- 
sume the extra burden themselves, well and good. But this is a very 
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different proposition from the principle that where there are no net earn- 
ings there shall be no taxation. This has never been admitted in the case 
of individuals with private property, and there is no reason why it should 
be in the case of corporations. eh 

But the real difficulty connected with taxation on the basis of net 
earnings is a practical one. It is utterly impossible to determine in a per- 
manent and satisfactory manner and for all the varieties of corporations, 
what is and what is not to be included under net earnings. It is easy 
enough to specify in general terms what is to be understood by mainten- 
ance, operating expenses and fixed charges, but when we come to the con- 
crete items there is no end of dispute as to what should or what should not 
be included under operating expenses. Take, for instance, a concrete case, 
which will serve as a sample of endless variations on the same and similar 
themes. 

On the Grand Trunk main line, just west of Port Hope, there was a 
long dip in the track making two heavy grades. The extra engine power, 
the extra consumption of coal, the extra labour employed, owing to the 
impediments of these heavy grades, would all be admitted as perfectly 
legitimate portions of the cost of operating the line, and, as a matter of 
course, would be deducted from gross earnings, in arriving at net earnings 
as a basis for taxation. But to avoid that constant source of outlay the 
management of the Grand Trunk came to the conclusion that it would be 
more profitable to capitalize the extra expenditure and alter the line of 
the railway at that point, as they have recently done. Assuming that the 

‘outlay saved by the new location of the track will meet the interest on the 
bonds, representing the cost of the new line, should or should not the outlay 
be still charged to operating expenses? If not, then the G. T. R. tax on 
the basis of net income would be increased, while its revenue remained the 
same; but, if so, then the interest on bonds may be deducted from gross 
earnings in order to arrive at net earnings, which few financiers will admit. 
The same problem occurs in endless variety, in the replacement of per- 
manent structures, the substitution of rolling stock, the introduction of 
facilities for handling freight and other miscellaneous economies. There 
is an endless series of new questions to be faced requiring new, or at least 
readjusted interpretations of what is to be included under betterments, 
maintenance and operating expenses. Even if all these changing condi- 
tions could be kept pace with there is difficulty in insuring perfectly ac- 
curate returns, where the basis of report may require to be changed. 
Again, where the larger railroad systems are made up of combinations of 
minor roads, standing related to the central company in all manner of near 
‘and remote relationships, it is difficult enough to keep track of the gross 
receipts, but it becomes quite impossible to determine what the net receipts 
‘will be, where the gross receipts are divided between various interests on 
so many different contracts. 

In the case of the British system, which is supposed to get at net earn- 

\ ings, the attempt to do so has been virtually abandoned, and a perfectly 
arbitrary deduction is made from gross earnings, which, ignoring all ques- 
tions as to what ought or ought not to be true net earnings, simply gets 
a fixed and fairly uniform basis of revenue for taxation, and this is what 
all net earnings systems really arrive at in the end. The practical alter- 
native is to simply take the gross earnings, which can always be arrived at 
without arbitrary ‘or fictitious processes, and adjust matters by regulating 

‘a rate of taxation to suit the circumstances of the railroads or the country. 

In taking gross earnings as a basis, the chief question is one of equity 
as between the different railroads. Are the commonly accepted allowances 


2a R.T.C. 


1904 ON TAXATION OF RAILWAYS. 19 


for maintenance, equipment and operating expenses ‘a fairly uniform per- 
centage as between the different railroads? It is found from a wide range 
of experience that the normal percentage of operating expenses to gross 
income varies from sixty-five to seventy per cent. Taking the railroads of - 
the United States according to the grouping adopted by the Interstate Com- 
merce Commission, we have the following percentages for the different 
groups for 1904 :— 


PERCENTAGE OF OPERATING EXPENSES TO Gross EARNINGS. 


Group. Percentage. Group. Percentage. 
1 73 VI. 62 
16 66 VIL. 57 
108 71 WIL: 64 
IV. 63 IX. 78 
Vi, 69 | X. | 56 


For the whole of the United States the percentage is 06 and for the 
whole of Canada it is 70. Section III, comprising Michigan, Indiana and 
Ohio, is that which more nearly corresponds to Ontario ‘and its percentage 
as we see is 71. For all roads falling within or nearly within these limits, 
it is a matter of comparatively little importance, from the point of view 
of equality in taxation, whether the taxes are levied upon net or gross earn- 
ings. It is popularly assumed that the roads having the larger gross re- 
ceipts per mile will have the larger margin of net earnings, and that, there- 
fore, they should be taxed ‘at a higher rate than the roads having a smaller 
gross income per mile. But, as has been pointed out by Mr. Roswell C. 
McCrea, in his special report on the taxation of transportation companies, 
prepared for the United States Industrial Commission (Vol. IX, p. 1 ,024), 
this idea is not borne out by the facts. A study of the statistics furnished 
by the Interstate Commerce Commission amply confirms this, and an ex- 
amination of the railroad statistics furnished to the Canadian Department 
of Railroads leads to the same conclusion. 

We have not returns for the portions of the Canadian railroads oper- 
ating in Ontario alone; but, taking from the general returns for Canada 
the statistics of those roads operating in Ontario, we find that roads whose 
gross earnings vary from $989 to $8,000 per mile report practically the 
same percentage of operating expenses in relation to gross earnings, name- 
ly, from 63 to 67 per cent., while the two roads at the extremes of the list, 
the one obtaining $549 and the other $17,553 per mile, report the abnormal 
percentages of 95 and 98, respectively, as the proportion of operating ex- 
penses to gross receipts. It is quite obvious from the returns at present 
available, that there could be no reasonable graduation of the taxation of 
railroads in Ontario on the basis of their earnings per mile. 

Taking the returns of the railroads as furnished to the Department of 
Railways at Ottawa, and selecting from the tables the mileage, gross re- 
ceipts, operating expenses and net receipts pertaining to the railways which 
operate in Ontario, we have the returns given in Table A. From these we 
are able to deduce the average gross earnings per mile and the percentage 
of operating expenses to gross earnings, as given in the first two columns of 
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As the normal percentage of operating expenses to gross earnings 
‘accepted by railroad men and tax commissioners alike, lies between 65 and 
70 per cent., the average might be taken at 66% per cent., which harmon- 
izes fairly well, alike with the actual returns of the regular roads oper- 
ating in Ontario, and with the average for the whole Dominion. On this 
basis a tax of three per cent. on gross receipts would be equivalent to a 
tax of nine per cent. on net receipts, and, calculating at three per cent. 
the tax which would be levied upon Ontario roads, we get the average tax 
per mile as given in the third column)of Table B. 


TaBLE A. 
ye r : 
Railways. Mileage. E ae x ae ee Net Earnings. 
$ $ $ 
Algoma Central & Hudson Bay......... 91 430,261 248,985 181,275 
Bay of ‘Quinte Railway...) i.e .8. ak 72 224,248 124,866 99,381 
Brockville, Westport & Sault Ste. Marie. 45 ~~ 44,502 29,126 15,376 
Canada Atlantic System .........2.:2.. 458 1,908,025 1,216,935 691,090 
Canada ‘Southern yee ioe ae sh sed ete 5 ous 382 5,705,596 5,593,725 111,871 
Canadian Northern System............ 1,236 2,449,579 1,489,293 860, 285 
Canadian Pacific System............... 7,439 43,299,486 27,458,190 15,841,295 
GentralvOntanior ane ni eileen 134 190,784 128,379 62,405 
Grand Jirunk' System. (7.2) ioe serene 3,139 25,109,562 16,847,699 8,261,863 — 
. \Kingston & Pembroke... .\0....00. 05). 112 182,832 156,131 26,700 
Lake Erie & Detroit River............. 222 815,875 599,305 216,569 
Ottawa:& New :York,\s). 2 sex coe eau 56 101,239 93,398 7,841 
Tillsonburg, Lake Erie & Pacific ....... 35 19,239 18,396 842 
Toronto, Hamilton & Buffalo.......... Lye 5438, 206 350,601 192,605 
Motaliior Canada. s..5 23 lcs ae ele ennie eee: 18,987 96,064,526 67,481,523 28,583,003 
va Tasle B. 
Gross Percentage of . 
Railways. earnings per operating bes Ber aeiile 
mile. expenses. Pence 
$ $ 
Algoma Central & Hudson Bay................ 4,728 49 141 
OR YnOts OUINEE eee on. eis. tin's sn Belt wen aiercete tees 3,114 60 93 
Brockville, Westport & Sault Ste. Marie........ 989 65 29 
GanadaAtiantic'System. i200) nee. 4,602 63 138 
Canada southern sctiee Ye od sicags ceed ee Mice See 17,552 98 526 
Canadian Northern System.........:........4. 1,981 64 59 
Canadian Pacitic System i156 3... a jeteres oes ole 5,956 63 178 
GentraleOncanlor enn celevers s si eet e ae lene 1,423 67 42 
Grandetrunk Systemiesi{ ccc 2 ee aw ae oes eiseNe 7,999 67 240 
Kan pstonicpeemibroke nt cpt .cis cist cisps ie eels ote ericre 1,632 85 49 
Lake Drie’& Detroit River: is)... 056. $. ose tee 3,675 73 110 
OttawardniNeweon knicks cle tl. uy a lschele eevee 1,807 92 54 
Tillsonburg, Lake Erie & Pacific................ 549 95 16 
Toronto; Hamilton &Butfalo.. so .5) ate. ee 6,243 64, 187 
MOtMltornOanacaly care heiake Bdientisralses ete er etohonescie easteue 5,059 70 151 


Now, when we consider the practical inequalities of taxation which 
are inevitable under every known system, it is quite evident that for nine 
out of the fourteen roads here represented no substantial inequality would 

result, whether they were taxed on their gross or net receipts. But in the 
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case of five of the roads there appears, at first sight, to be a very substan- 
tial difference. In most cases, however, even with the information at hand 
they will be found to present no real difficulties. 

As one of the chiefs of a large railroad centering in Chicago put it: 
“Tf the operating expenses of a railroad fall below sixty, or rise much above 
seventy per cent. of the gross receipts, the finances of the road will bear 
looking into. Hither too little or too much ig being charged to mainten- 
ance and operating expenses, or there is something unusual connected with 
the business of the line or its operation.’’ This being a statement with 
which railroad men generally agree, we may approach the returns of the 
five roads in question with’this idea in mind. 

The proportion of operating expenses to gross revenue in the case of 
the Algoma Central is found to be unusually low, namely, 49 per cent. 
But this road can hardly be said to be in a normal condition as yet, and, 
according to its report, a large part of its gross income is attributed to 
other sources than passenger, freight and mail service. Its statement 
would, therefore, be required to be carefully looked into before we could 
accept its returns as indicating the normal condition of such a line. On 
the other hand, we have a remarkable statement from the Canada South- 
ern. This line, notwithstanding reported gross earnings of $5,705,596, 
amounting to $17,553 per mile, yet reports its operating expenses as 
&5,593,724, or 98 per cent. of its gross revenue. Now, considering the 
nature of the territory traversed by the Canada Southern, its excellent con- 
nections, its large income, and what might be regarded as profitable trade, 
most of its traffic being through trade, the same trade, indeed, on which 
it derives its income in the adjoining states and on which it pays high 
taxes there, it would appear to be very doubtful that these returns repre- 
sent the true relationship between its gross earnings and operating ex- 
penses on the Canadian section of the road. Quite a different position is 
presented by this system on the same traffic in the adjoining states. The 
proportion of operating expenses to gross income over the whole system, 
including the Canadian section, is given in the report of the Interstate 
Commerce Commission as 79 per cent. This itself is a fairly high ratio, 
though not so great ag that of the Grand Trunk Western, whose percent- 
age is 82. It will be found, however, by reference to the Michigan section 
of this report, page 51, that the Michigan Central, of which the Canada 
Southern is a section, and Grand Trunk Western are two of the lines 
which are credited by Professor Adams with a great deal of surplus 
or nonphysical value, and yet the State Board of Assessors, in asses- 
sing these roads, augmented the scientific appraisal by large amounis. 
‘Again, we find from a comparison of the reports of the Michigan Cen- 
tral as given to the American and Canadian Governments respectively, 
that the Canadian portion of the road does a much larger business than 
the American section. The gross earnings per mile of the Canadian sec- 
tion amount to $17,553, while the gross earnings of the American system 
amount to $12,092 per mile, and the whole system, including Canadian 
and American, earns $12,745 per mile. In Michigan, under the old law, 
the Michigan Central paid five per cent. on its gross earnings, the tax for 
that State amounting to $284,615. But, under the new Michigan system, 
the tax levied amounts to $382,472. Now on the road’s own showing the 

nadian section has much the largest earning power per mile, and if, on 
that section, its gross earnings were taxed three per cent., it would be not 
only far below the present rate charged in Michigan, but only three-fifths 
of the former rate charged in Michigan, and to which the railroads did not 
object. 
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Of course, in taxing such a road upon its gross earnings, we escape the 
necessity of entering into any special consideration of the basis upon which 
the road may divide its gross earnings between maintenance, operating 
expenses, betterment, interest or dividends. But when the percentage of 
operating expenses to gross earnings is given at 98, on very much the best 
earning section of railroad in Canada, it is just as well to bring out some 
of the relative facts, so far as they can be got at. 

The next Ontario railway whose returns call for remark, is the Kings- 
ton & Pembroke, whose proportion of operating expenses to gross earnings 
is returned at 85 per cent. Considering the location of this line, the eco- 
nomic character of the country through which it passes, and. the past 
financial history of the road, these returns will excite no great surprise. 
It may naturally be expected, however, that under the new management, 
which is much more closely connected with the C. P. R., it may be able 
to make a better showing. There is no apparent reason why, with gross 
earnings per mile larger than those of the Central Ontario, it should not 
be able to keep the percentage of its operating expenses at an equally low 
rate. 

Much the same observation may be applied to the Ottawa & New York, 
which, with still higher gross earnings per mile, reports its percentage of 
operating expenses at 92. This road, with better connections in future, 
may be expected to make an improved showing. This much at least may 
be said with reference to these lines, that the proposed gross earnings tax 
would not be likely to materially increase their taxes, because their muni- 
cipal taxes would undoubtedly make up the greater part of their assess- 
ment, and the present Provincial tax of $15 per mile would probably cover 
the remainder. Hence, under the proposed system, they would experience 
little change until their prosperity increased. 

The Tillsonburg, Lake Erie & Pacific is in a very different position, 
being one of the newer small roads which has not yet attained what may be 
regarded as its normal earning power. However, under the present sys- 
tem, its taxes must considerably exceed the amount which would fall upon 
it by the proposed change. 

We find, then, that the Canada Southern is the only road which, tak- 
ing its own returns, when taxed upon the general basis of gross earnings, 
applied to all other roads operating in Ontario, would pay a tax out of pro- 
portion to its professed net income. But we have seen, first, that its re- 
turns are most abnormal, and, second, that in taxing it on this basis we 
should be treating it in principle much as the adjoining States do, 
and, as regards the rate, taxing it very much more lightly. If, in com- 
petition with other roads, it cares to carry freight at such low rates ag to 
leave but a small margin of profit, that is no concern of the Ontario Govern- 
ment, and is nowhere .regarded as a valid excuse for escaping taxation. 
If its low income were due to the meagre character of its traffic, or the 
physical difficulties of the region through which it has to run, entailing 
an abnormal outlay for maintenance, there might be some eround for 
special consideration. But it runs through one of the most favourable sec: 
tions in Ontario, and has more than double the traffic per mile of any other 
road in Canada. Hence the solution of its earnings problem lies with its 
own management. 

The calculations given in the accompanying tables would, of course, 
be somewhat modified in the case of those roads operating beyond Ontario, 
when returns for the sections in Ontario alone were obtained. But the 
returns furnished to the Dominion Government are doubtless sufficiently 
accurate to indicate broadly the results of the application of the earnings 
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system as a basis of taxation. It is safe to say that for those roads extend- 
ing beyond Ontario the conditions on the Ontario sections would not be 
more onerous than the average for the whole system. ; 

Finding, then, that the gross earnings tax would cause no substantial 
inequality in the case of the roads operating in Ontario, and that, as re- 
gards equality, there is little to choose between taxing on the gross and 
on the net earnings basis, the choice between these might very well be 
determined on the ground of facility and certainty in ascertaining what 
is gross and what is net revenue. But there is very little difficulty in de- 
‘termining what is gross revenue, while there is endless difficulty and dis- 
pute in determining what is net revenue, especially where it is to the interests 
of the companies to minimize net revenue in order to escape taxation. 
Hence, there would seem to be no hesitation in selecting gross revenue as 
the simplest and most direct, and, considering all the roads, the most 
equitable basis for taxation. 

Another conclusion naturally follows from the data at hand, and that 
is that no graduation in the rate of taxation based on the amount of gross 
earnings per mile of the different roads is at all necessary to secure equal- 
ity of taxation. There is also a very special objection to the system of 
graded taxation on the basis of earnings per mile. In the case of rail- 
roads having a large mileage, a very few dollars per mile of increase or 
decrease may make very great differences in the taxation of the roads and 
produce great inequality of taxation as between railroads otherwise on the 
game plane. Take, for example, the position of the Canadian Northern 
ps presented in Tables A and B, with a mileage of 1,236 and gross earn- 
ings per mile of $1,981. If we had a graded gross earnings tax applicable 
to the whole of that line, with a rate of two per cent. where gross earn- 
ings were below $2,000 per mile and three per cent. where they were $2,000 
or over, it would be found that under the present conditions the Canadian 
Northern would pay aggregate taxes amounting to $48,970. But if its 
gross earnings should be increased by only $19 per mile, its tax bill would 
suddenly rise from $48,970 to $74,160, which shows how completely such 
a system may frustrate the idea of adjusting the burden of taxation to the 
capacity of the roads to pay. 

The essential fairness of taking earnings as a basis for the taxation 
of corporations is based on the general principle that the taxes vary with 
_the capacity of the company to pay them, whereas taxation on the basis 
of general property results in all manner of inequality. The amount of 
tangible property required by the various corporations has, in the first place, 
no necessary relation to their relative earning power, and in the second 
place, bears no accurate relation to the earning power of the same com- 
pany at different periods. The capital stock tax has something of the same 
defect in addition to those already mentioned, yet it has a certain amount 
of flexibility. Only the tax on earnings follows automatically the capa- 
city of the corporation to pay, and while even it has its ‘inequalities, yet 1t 
is very much more equitable than any other practical system. 

- It is true that this very quality of the gross earnings tax, that it is 
flexible and follows the earning capacity of the corporations, has been 
made a point of objection to it, especially in Michigan and other States 
adopting the general property tax. There it was urged that the State and 
the municipalities having certain expenditures to meet, a constant revenue 
was necessary. But if, owing to hard times, the portion of the revenue 
hitherto contributed by corporations should be diminished, that portion 
contributed by private property must be increased. This is undoubtedly 
an excellent stump argument, and there is much force in it when stated 
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thus baldly. Several additional features, however, have to be considered. 
The difference between a corporation and a private individual comes in 
here again. In the first place, under an ad valorem system of taxation as 
commonly administered, neither private nor corporate property increases 
in assessed value in proportion to the increase in the prosperity of the 
country, and likewise it does not diminish in the same proportion, during 
a decline of prosperity. But recently there has been.a tendency, under 
state boards of assessment, to increase the assessment of corporations to the 
fully capitalized extent of their earning capacity during prosperous times, 
which increases their assessment as a rule much beyond that of private 
individuals, even where their assessment is also increased. But there is no 
corresponding tendency to revise and reduce corporate assessments when 
periods of depression succeed. Hence obvious injustice results. . 

It is held by many that if a railroad company is heavily taxed it can 
and will retaliate by raising rates. The conclusion from this is that it is 
poor policy to attempt to overtax railroads, as the tax is immediately 
shifted to the public, and that railroads, being corporations, are always 
able to take care of themselves. Now as a matter of fact, neither of these 
‘propositions is true. In the first place, the taxes levied upon a railroad 
constitute only one item of expenditure and cannot determine its whole 
system, especially where an increase in taxes is confined to one or two 
States. It is a matter of abundant record that low rates and high taxes 
are coincident, as also high rates and low taxes. Railroad men and tax 
commissioners alike scout the possibility of railroads adjusting their rates 

jn accordance with taxation. There are many other factors much more 
imperative than taxes which go to the fixing of rates. Again, that rail- 
road corporations are not always able to protect themselves by economic 
‘processes, is a matter of equally abundant record. Railroads are commonly 
regarded by the public and their representatives in legislatures as fair sub- 
jects for taxation, restriction and imposition, and thése movements often 
exhibit so little evidence of knowledge or discrimination that the must 
upright of railroad magnates might readily despair of the possibility of © 
dealing with such forces on any basis of frankness and sound business 
principles. Without any desire to exonerate the railroads from responsi- 
bility for the situations in which they so often find themselves, yet it is 
undoubtedly true that they are frequently forced to seek protection by em- 
ploying, not the ordinary commercial methods, such as the adjustment of 
rates and the regulation of service, but the more natural and obvious 
methods of political intrigue, legal quibbling and squirming, ‘and a general 
diffusion of buncombe to tickle the ears of the groundlings and act as an 
antidote to stump oratory denouncing corporations. But, even with all 
this, they frequently get the worst of it, and excessive taxation, among 
other injustices, has its natural effect, not upon rates, but upon their gen- 
eral financial position. Excessive taxation cuts down profits; the perman- 
ent diminution of profits lowers the value of stocks and bonds. Investors 
discover that their income and their capital are permanently diminished, 
and, possibly, to that extent a financial crisis promoted, ending in recon- 
struction and the consequent consigning of much capital to oblivion. But 
there are many conditions which contribute to these same results, and it 
is impossible to tell just how much is due in any case to excessive taxation. 
It is safe to say that, while the capital value of many roads has been re- 
duced by taxation, none of them have been seriously crippled or their ser- 
vices impaired by taxation alone. It is very necessary to realize these 
facts, because so long as it is held that the imevitable and only effect of 
excessive taxation is to increase rates, and since increase of taxation 's 
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not usually accompanied by an increase in rates, the natural conclusion ‘s 
that the increased taxation has been just and proper, when as a matter of 
fact it may be strikingly unjust. Undoubtedly the chief evil of excess‘ve 
taxation is that it promotes a sense of injustice as suffered by the railroads. 
Being unable to offset the imposition by an adjustment of rates and ser- 
vice, they feel justified in getting back at the public in more obscure and 
often much more serious forms. All of which ig much more seriously to 
the detriment of the community than the mere raising of rates. 


As we have seeyy“the flexibility of the gross earnings system enables 
it to follow the capacity of the corporations to pay taxes, and justice re- 
quires, more completely in the case of corporations which have only a legal 
and economic existence, than in the case of private individuals, who are 
seldom taxed to the full measure of their capacity, that taxation should 
follow the relative earning power of these enterpris If, now, a system 
can be arranged, whereby the municipal taxes contributed by railroads or 
other corporations should remain fairly uniform and the variation takes 
place only in the taxes contributed to the Provincial revenue, then the pro- 
-blem comes to be one of Provincial finance only, and is analogous to the 
problem of Dominion finance where the same variation takes place owing 
to practically the same conditions, because the revenue depends upon cus- 
toms duties, and expands and contracts with good and bad times. But 
‘any proper system of Provincial finance must take such variations into 
account by equalizing as far as possible surpluses and deficits. This is 
made easier in a Province like Ontario, where the natural resources of the 
Province may be regarded as a sort of reserve fund which can be drawn 
upon to equalize budgets. 


part from its merits as a simple, practicable and flexible form of 
taxation, the tax on gross receipts has this further great advantage over 
other forms of taxation, that all the facts and all the processes connected 
with its operation are matters of public record. Thus, the railroads, on 
the one hand, and the government and the public, on the other, may know 
exactly the basis of valuation, the rate of the tax, and the re ative contri- 
butions of the taxpayers in proportion to their business Under other 
systems of taxation, where the basis of valuation depends more or less ab- 
solutely upon the opinion of one or two assessors, who cannot be quite 
certain of their own estimates, either individually or collectively, it is ob- 
vious that the most unusual power, without any adequate check, is placed 
in the hands of one or two men. In previous days, where the assessor had 
many small properties to estimate, and where the value of each man’s pro- 
perty was fairly well known to his neighbors and to the public, this system 
presented few difficulties and no serious evils. But under modern condi- 
tions one need hardly suggest that where railroads and other corporations, 
the value of whose property is hardly known to themselves, are required 
to contribute millions of dollars in taxes without any knowledge as to how 
their own or their rivals’ assessments are made up, and where the public 
are necessarily in even more complete ignorance, the opportunity and temp- 
tation is very great to bring influence to bear upon the Government for 
the appointment of favourable assessors, or upon ‘the assessors themselves 
for a favourable valuation. It is not in the interest of pure politics 
or sound finance and it is certainly not fair either to the railroads, 
the assessment boards, or the general public, to maintain a system of taxa- 
tion which places such enormous interests as the valuation of many millions 
_ of corporate property at the mercy of the private opinion of one or two 
men. The unsatisfactory character of such a system is fully recognized 
alike in the United States and in Britain. Yet in both countries historic 
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circumstances, constitutional limitations, or local and personal prejudices 
have tended in more or less degree to continue a system, the objections to 
which have become serious only with the growth of corporate wealth. 

One of the most important advantages of the gross earnings tax is that 
it does away with the difficulty about the taxation of franchises. Pro- 
bably no aspect of modern economic wealth has given rise to such elaborate 
and confused discussion and even outlandish theorising as the so-called 
“franchise’’ values. Without attempting to follow the lines of popular dis- 
cussion on the subject, it may be sufficient here to indicate briefly that 
there are two distinct senses in which the term “franchise’’ is used to indicate 
a property or economic value. It is the confusion of these two economic 
phases, with the occasional introduction of purely legal aspects of fran- 
chise which has contributed so much to the darkening of counsel on the 
subject. 

In the first place, the term “franchise’’ is applied to a right or privi- 
lege to use public property for the purpose of obtaining private gain. So 
long as this use of public property is open to every person on the same terms, 
though certain persons may, in virtue of their special business or calling, 
use 1t more than others, it is not necessarily of any special value to them 
as compared with their actual or possible competitors. A merchant hay- 
ing large quantities of goods to deliver to his customers makes much more 
use of the streets and is much more interested in their condition than an 
office man who simply uses them to go to and from his office. Yet both 
men, if assessed for the same amount, will contribute alike towards the 
maintenance of the streets. The office man does not ask that the merchant 
should contribute a special sum, because of the special franchise which he 
enjoys on the streets. 

When, however, a telegraph, or telephone company, or a street rail- 
way company obtains from a city council a special right to make use of the 
streets, for the erection of their poles, the stringing of their wires, the 
laying of their tracks and the running of their cars, they obtain a special 
privilege which cannot be granted to all comers, as was the case with the 
merchants. This special grant or limited privilege, or franchise to use the 
streets is worth money to the individuals or companies obtaining it; but 
just in proportion as it enables these companies to obtain revenue, present 
and prospective. The privilege of using the streets is exactly the same 
in kind, whether it is granted in a town or in a large city. In a town, how- 
ever, it may be worth little or nothing; in a city it may be worth many 
thousands a year. Such a privilege or franchise, therefore, is somehting 
which a-city can sell or lease in precisely the same way as it may sell or 
lease vacant lots or made land along a waterfront. After selling or letting 
such a property the city may discover that a much better bargain might 
or ought to have been made. But a bargain is a bargain, and a city has 
no more right than a private individual, so far as the bargain element is 
concerned, to attempt, under the name of a franchise tax, to take from the 
fortunate parties the economic benefits of their bargain. 

Such property, however, should be subject to the ordinary system of 
taxation, applicable to all other properties of the same nature. On the 
basis of income the good bargain which the holders of a city franchise may 
have obtained will naturally result in the contribution of a large amount 
of taxes. The taxation, however, has nothing to do with the franchise, 
which was a form of property belonging to the city, and which by sale or 
lease it ought to have utilized to the best possible advantage. The central 
fact is that, in the privilege to utilize the streets in a more or less mono- 
polistic manner, we have a species of franchise which is simply a form 
of property and may be dealt with after the same mapner as any other 


1904 ON TAXATION OF RAILWAYS. 27 


property. It may be bought or sold or leased at a loss or at a profit; it may 
be transferred from one to another under the original terms of purchase 
or lease, and it can be taxed like any other property. But if sold at a loss, 
there are other methods of recovery than by a special form of taxation, 
which is a poor disguise for confiscation. : 

But there is a totally different use of the term franchise. An in- 
dividual or a corporation establishes a business, say a smelting works or 
a railroad. So much capital is invested in it upon which a certain return 
is expected. If the enterprise succeeds sufficiently to furnish a fair average 
return on the outlay, the property will be valued in the market at very 
much what it cost to produce it. If the property is being taxed on the 
basis of ordinary real estate and personal property, the taxes may be re- 
garded as fair, alike to the public and to the owners. In other words, the 
tax on the general property is a fair tax on the income from it, since it *s 
the income which pays the tax. The business, however, may not be pros- 
perous, and if the property cannot be more profitably employed by others, 
or if it is not worth more for any other purpose, then to tax it on the basis 
already taken is to tax it for more than it is worth, that is, for more than 
the income will justify. It must, therefore, fall in value and be assessed 
at a lower rate. But if, on the other hand, the business continues to in- 
crease in prosperity, beyond any corresponding investment of capital, then 
the income will considerably outstrip the ordinary rate of profit and the 
business will be worth much more than the cost of reproducing the plant. 
If, then, the business is being taxed on the basis of ordinary real and per- 
sonal property, the assessment of the property will be considerably below 
its actual value, that is, the full value which the income from it will justi- 
fy or determine. Obviously there is a difference between the value of the 
plant and the value of the business, and that is both an income value and 
a market value, though not a physical reproduction value. To find a name 
for this additional value, over and above the cost of reproducing the plant, 
the term “intangible value’’ or “franchise’’ is commonly employed. But 
jthis is a perfectly different form of franchise value from the privilege of 
using public property. Nevertheless they are both economic values mea- 
sured by earning power. They can both be bought and sold. But there 
is this difference, that a public franchise may be sold independently or per 
se, while the franchise element in a successful business can be sold only 
along with the physical element, or,,in other words, as part and parcel of 
the business as a whole. But because a public franchise may be held as a 
property and disposed of as a property by the State, or any subordinate ~ 
civic body, it is assumed that ‘the State or such civic body may have some 
proprietary right also in the second form of franchise value. This con- 
fusion partly arises, no doubt, from the fact that the value in each case 
takes the form of an immaterial right, which can be bought and sold and 
to which the term franchise is commonly applied. But to claim for the 
State the right to take by taxation or otherwise the franchise element of 
a business practically amounts to claiming for the State the right to take 
‘the intangible value which belongs to a bank note or any other form of 
ibank credit, or the intangible value of a professional man’s reputation as 
embodied in his practice. It may be true that the intangible value of a 
business, of a bank, or of a practice has been built up by special skill, know- 
ledge and industry, which ordinary competitors cannot equal, and that 
therefore each has a certain monopoly value, but this is simply to say that 
men either singly or in combination are very far from being on a basis of 
equality, economically, intellectually, or in any other way. There are 
various forms and degrees of this monopoly element, but 1t will not do to 
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arbitrarily single out any particular cases and treat them as though they 
were generically different from others. 

Again, it is perfectly true that none of ‘these intangible values could 

y have been developed apart from the general public. But to claim that on 
this account the general public is entitled to take these values to itself by 
some process of taxation, must apply to all such instances or to none. But 
it is perfectly demonstrable that practically all values, tangible or intang- 
ible, in the modern economic world, depend upon one section or another 
of the public. But if the public which \contributes’ to these values may 
take them, through taxation, then a good part of the taxes on the farms 
of the west and on the railways which carry their grain and cattle to the 
seaboard, should go, not to Canadian Provinces or the United States, but 
to Britain and other countries of Europe, whose people, by furnishing a 
market which pays for these products and their transport, give value to 
the farms and the railroads. To such conclusions do these crude claims 
logically conduct us. . 

There are other uses of the term “franchise’’, which sometimes add > 
to the confusion already indicated. Thus there is a more strictly legal con- 
ception of ‘‘franchise,’’ as a right granted by a legislature, under general 
or specific terms, to a number of persons to be a corporation and to exer- 
cise certain corporate rights. But where this privilege is granted, as “t 
commonly is, to as many corporations as care to comply with the specific 
conditions and pay the prescribed fees, it cannot be said to have any spec- 
ial economic value, beyond the fees paid for it, or furnish any special basis 
for taxation beyond other. properties. To give this form of franchise any 
particular value, it must be identified with one or other or both of the 
forms of economic franchise already dealt with. 

Having distinguished the two quite different intangible economic pro- 
perties, which are indiscriminately named “franchise’’, and having en- 
deavoured to show that it is impossible to maintain that they should be con- 
fiscated or absorbed by any process of taxation, it still remains perfectly 
certain, as already indicated, that being economic properties they are, 
equally with all other economic properties, subject to taxation. But the 
franchise value which attaches to an ordinary business and which, ag we 
have seen, is marked by a value over and above that of the physical pro- 
perty, is entirely due to the earning capacity of the business as a whole, 
and the most normal, just and equitable method of taxing it is on the basis 
of earnings. Now a franchise value in the first sense, as a right to use 
public property, may bear a franchise value in the second sense, as an earn- 
ing capacity over and above the original capital expenditure, and this, too, 
would be reached as in the other case by an earnings tax. 

While this analysis of franchise values and of the proper method of 
bringing them into equitable relationship with the public treasury, applies 
more or less to every form of business, private or corporate, yet it applies 
very particularly to corporate enterprises, and especially to all those fin- 
ancial, transportation and transmission corporations whose business, though 
in each case a corporate entity, extends over indefinite areas and may be 
earried on within many different municipalities, often within several pro- 
vinees, and even different countries. 

The question, therefore, arises, how are we to break up these corpora- 
tions for local taxation? How are we to tax a railroad’ in different muni- 
cipalities, provinces and countries? Plainly we cannot do so satisfactorily 
on the basis of its physical property alone, and even though earning power 
may be at once the most scientific and practicable basis, we have yet to 
ask how we are to determine the earning power which belongs to any par- 
ticular locality. American, British and Canadian experience abundantly 
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proves that it is not feasible for the separate municipalities to attempt to 
assess and tax all the varied aspects of those fragments of the corporations 
which are found within their borders. The Province or the State is the 
smallest unit which can attempt the task, and even there the most experi- 
enced judgment favours a determination of value, whether of property or 
income, by the federal authority, and its apportionment for purposes of 
taxation to the several Provinces or States. However, in default of such 
an arrangement in the meantime, it obviously falls to the lot of the Pro- 
vinces to undertake the work of dealing with the general taxation of cor- 
porations. 

It may be asked, will this involve a sacrifice on the part of the muni- 
cipalities of the revenues which they have hitherto derived from railroads 
and other corporations? The answer to that will very largely depend upon 
how much of the general property of the railroads and other corporations 
the municipalities have hitherto attempted to fax. Fortunately, in On- 
tario the municipalities have for the most part been content to tax the 
railroads in particular upon their real estate, as confined to land and build- 
ings. So far as this has been the case there is no necessity for any change. 
Each municipality may be said to be fairly entitled to tax the land which 
lies within it, as also the buildings which are erected within its borders. 
In cities and towns a great: deal of the civic expenditure is connected with 
the maintenance of the streets, the furnishing of fire protection, drainage, 
light and water supply, towards all of which the areas served and the 
buildings erected should contribute on the usual principle of assessment, 
regard being had to the use which is made of the property, and the ex- 
penditure which it entails upon the municipality; though service rendered 
be only a very limited basis for the levying of taxes. So far, then, there 
is practically no difference between private and corporate property, and ‘t 
is quite possible for the local assessors to assess fairly, corporate lands and 
buildings on the basis of the valuation of adjoining lands and buildings. 

But what has very naturally given rise to considerable agitation 
throughout the Province of Ontario, is the fact that the railways and allied 
corporations, when taxed upon this basis only, were plainly inadequately 
taxed in proportion to their wealth and ability to pay. Here, however, 
is where the newer and more difficult features of the problem come in. As 
we have seen, it is not practicable to have the municipalities through their 
local assessors attempt to value the corporate elements of a railroad, since 
these pertain to the system as a whole and can only be reached by a 
Provincial assessment at narrowest. Moreover, it is neither desirable nor 
equitable that, when a railroad happens to pass through or centre in a cer- 
tain municipality, that municipality should enjoy the exceptional ad- 
jantage of taxing the railroad, not only upon its real estate but upon its 
personal property and traffic or business. The traffic or business belongs 
to the country in general and not merely to any particular section of it, 
through which a line of railroad happens to run. 

. That the railroads should be adequately taxed, everyone, including 
themselves, will admit; though there is apt to be an exaggerated idea 
throughout the country of a railroad’s capacity to pay taxes. But, as we 
have seen, it is neither possible nor necessary to tax railroads on the same 
basis as other property. However, by a Provincial taxation of railroads, 
in addition to their municipal taxation on real estate only, the desire of 
the public for their adequate taxation may be satisfied. 

The benefits of railroad taxes may in this way be diffused throughout 
the whole Province, without respect to the accidental location of the lines. 
The municipalities have no occasion to look with jealous eye on the amount 
of corporate taxes which may pass into the Provincial Treasury, for, on 
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the one hand, much of the Provincial revenue is distributed, in one form 
or another, to the municipalities, and, on the other, as was pointed out at 
the beginning of this Report, unless the Provincial Treasury finds some 
direct means of sharing in the general increase of the country’s wealth, it 
will either be forced to curtail the assistance which it now furnishes to 
educational, charitable and other local needs, or it will be compelled to 
resort to a direct taxation of the general propert of all the ratepayers of 
the Province, with all the complexity and fusqualsey which that would en- 
tail. Hence, in every way, it is in the interest of the municipalities, as 
well as of the efficiency of corporate taxation, that the Province should 
undertake the general taxation of corporations, leaving to the muunicipal- 
ities the right to tax their lands and buildings only. 

There still remains the question, how are the Provincial and local au- 
thorities to distinguish between their respective proportions, of railroad 
taxes? That matter can be very easily adjusted as follows,MOn the basis 
of gross earnings the Province would be able to determine the whole of the 
taxes which the railroads and similar corporations should pay within its 
borders. The portion to be assessed upon real estate within each munici- 
pality would be determined locally, as at present. Then, by deducting 
from the total Provincial taxes of each corporation, the portion to be paid 
in the various municipalities, the difference would represent the share of 
the Provincial Treasury A reference to Tables A and B will show that 
such a system of taxation would be much more equitable than the present 
system, which levies a uniform rate of $30 per mile on all roads in excess 
of 150 miles in length, in the settled portions of the Province, and $15 per 
mile on shorter lines. If such a tax is a fair one for some of the poorer 
lines, then it is very inadequate for the wealthier ones, and certainly far 
below the most reasonable rates paid by the same companies on other parts 
of their lines in the adjoining States, east and west. A tax on gross earn- 
ings, however, would very largely correct these inequalities and would, to a 
far greater extent than any other system possible of application to the rail- 
toads of Ontario, result in an equitable adjustment on burdens as between 
the different railroads operating in the Province. 

As to the rate at which the gross earnings should ie taxed, that is, of 
course, a matter which can be adjusted from time to time to suit the in- 
creasing prosperity of the country and of the corporations. As may be 
gathered from the sections of this Report, dealing with the different States, 
and from the opinions of various experts on the subject both within and 
without railroad circles, three per cent. is regarded as a very fair percent- 
age to be levied upon gross receipts. The American railroads in general, 
many of them with smaller percentages of surplus revenues per mile than 
the leading lines of Ontario, regard three per cent. as a very reasonable 
rate. It is true that Michigan was not content with from three and a 
quarter to five per cent., nor Wisconsin with three to four per cent., for 
roads equivalent in income to most of those in Ontario, and, by the recent- 
ly adopted changes in their systems, they have greatly increased railroad tax- 
ation. Minnesota also within the past year has raised the general rate on 
gross receipts to four per cent. Three per cent., then, may be considered 
a reasonable rate in Ontario. As shown in Table B the effect of that rate, 
applied uniformly, would probably be to lower the taxes now paid by three 
of the smaller Ontario lines and but very slightly affect two or three others. 
On the other hand, it would undoubtedly increase to a considerable extent 
the total revenue obtained by the Province from the railroads. 

Should the Legislature determine to introduce the gross earnings tax 
for railroads or other similar corporations, it would be necessary to select 
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a basis for determining the proportion of earnings assignable to this Pro- 
vince in the case of those railroads, etc., operating in several Provinces 
or States. The best opinion on that subject would favour some such ar- 
rangement as the following: 

(a) The receipts from all traffic between terminals in Ontario to be 
assigned entirely to Ontario. iS EL 

(b) The receipts from traffic between terminals, one of which is within 
Ontario and the other in some other Province or State, to be assigned to 
Ontario in the proportion which the mileage of the traffic in Ontario bears 
to the mileage of the whole traffic. Trad 

(c) Receipts from traffic passing through Ontario,. between” terminals 
neither of which is in Ontario, to be assigned to Ontario in the proportion 
of the mileage of the traffic in Ontario to the whole mileage of the traffic. 
In this case some allowance might be made for terminal charges. 

As to the most efficient method for administering a Provincial system 
of corporate taxation, whatever basis of taxation might be adopted, there 
is an almost unanimous conviction, alike in the United States and Britain, 
as also in Canada, that a Provincial Board of Taxation should be established 
composed of, say, three persons, only part of whose time would be required, 
however, for their duties, with a permanent secretary and assistants for 
clerical and statistical details. To such a board should be assigned the fol- 
lowing duties and powers: 

(a) To prescribe forms of schedules for the purpose of securing the 
necessary information and statistical returns from the various corporations 
subject to taxation. 

(b) To verify the returns of the corporations, and to have, for this pur- 
pose, such right of examination or inspection of the property or books of a 
company as may be necessary. 

(c) To determine, where corporations extend beyond the limits of the 
Province, the proper proportion of valuation or income assignable to the 
Province as a basis of taxation. 

(d) To supervise and adjust, according to such acts as may be passed, 
the assessment and taxation of corporations as between municipal and Pro- 
vincial authorities. This assumes that municipalities shall retain the 
- right to tax the local real estate of corporations. 

(e) Quite generally, to supervise the administration of the tax laws of 
the Province with reference to the taxation of corporations. 

Inasmuch as the business of telegraph, express, and sleeping car com- 
panies is so intimately associated with railroad corporations, especially ‘n 
Canada; and, inasmuch as electrical railways are not only furnishing urban 
service, but are extending throughout the country in competition with the 
regular steam railroads, and are likely to be indefinitely extended in the 
future, it would be advisable to treat these corporations, and doubtless several 
others, upon the same basis as the railroads, and to apply to them a tax on 
gross receipts, with rates adjusted to their ability to pay. 

R H. J. PETTYPicce, 

Chairman. 


ARCHIBALD BELL, 


Apam SHORTT. 
Toronto, April Ist, 1905. 
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Typical Systems of Taxation as at present applied to Railroads and other 
Transportation and Transmission Companies in the United States, 
Britain and Canada; with criticisms and proposed amendments on_ 
the part of Tax Commissions, Representatives of Railroads and 
Students of Taxation. 


MICHIGAN. 


Previous to 1900 the railroads operating in the State of Michigan were 
subject to a specific tax on gross receipts from business done within the 
State. The practical operation of the system is represented by the follow- 
ing statements : 

RaILRoOADS. 


‘Railroads and depot companies are required to pay, on or before the 
first day of July of each year to the State Treasurer, a specific tax upon 
their property and business within the State as follows: 

‘‘On gross income not exceeding $2,000 per mile of road within the 
State, 24 per cent. of such income. 

“In excess of $2,000 and not exceeding $4,000 per mile of road within 

the State, 34 per cent. 
. “In excess of $4,000 and not exceeding $6,000 per mile of road within 
the State, 4 per cent. 

‘In excess of $6,000 and not exceeding $8,000 per mile of road within 
the State, 44 per cent. 

“In excess of $8,000 per mile of road, 5 per cent. 

“The income of union stations and depot companies exceeding $20,000 
per mile shall pay upon such excess 10 per cent. of income. 

“To the income wholly within the State is added such pro rata portion 
of the income from interstate business as the length of the road in Michigan 
bears to the entire length of the road over which interstate business is done, 
the taxes so paid to be in lieu of all other taxes, except real estate not occu- 
pied in the exercise of railroad franchises and otherwise taxed.’’! 

Analogous to the railroad corporations and intimately connected with 
them are the Fast Freight Lines and Private Car Companies, freight and 
passenger. 

Previous to the adoption of the ad valorem system they were treated 
thus: ‘‘Every person, copartnership, corporation, association, car-loaning 
company, or fast-freight line engaged or that may hereafter be engaged in 
the business of running cars over any of the railroads of this State, or for 
renting such cars for use upon said railroads, the said cars at the same time 
not being exclusively the property of any railroad company paying taxes in 
this State under the provisions of article three of act one hundred and 
ninety-eight, session laws of eighteen hundred and eighty-three (seventy- 
three), and the several acts amendatory thereof, or of some railroad com- 
pany incorporated and doing business under the laws of some other State 
or Province, shall be liable to pay taxes upon the gross receipts or revenue 
derived as car mileage or car rentals for the use of such cars while in use 
for traffic between local points in this State, and from all sums received 
from passengers as additional charges to the regular fare for the occupancy 


1 Report Board of State Tax Commissioners, Michigan, 1900, p. 48. 
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of any palace, drawing-room, sleeping, parlor, chair, or other car designed 


_ for passenger use between points situate within the limits of this State.’’ 


The rate levied was “two and one-half per cent. upon their gross re- 
ceipts, as computed by the commissioner of railroads, and derived from 
passengers or from. joaning, renting, or hiring these cars to any railroad or 
other corporation.”’ 

Closely associated with these were the Express, Telephone and Telegraph 
companies, which were treated thus : 


EXPRESS, TELEPHONE AND TELEGRAPH COMPANIES. 


‘By Act No. 179, of the Public Acts of 1899, the legislature provides 
that telephone, telegraph and express companies shall be assessed by the 
Auditor General of the State, and shall pay to the State Treasurer a specific 
tax upon the property and business of such company, estimated upon the 
following basis : 

“‘Upon the gross receipts of express companies derived from business 
within this State, 3 per cent. 

“Upon the gross receipts of telegraph companies derived from business 


_ within this State, 3 per cent. 


*‘Such taxes to be in lieu of all other taxes paid upon their property or 
business.’’3 

All these taxes were levied by the State. The municipalities in Michi- 
gan have never enjoyed the right of taxing railroads or other transportation 


corporations on property employed for transportation purposes. In the 


case of electric railways, however, which are of recent origin, and which were 
first established within the bounds of single municipalities, each munici- 
pality is allowed to tax that portion of the property within its limits. 

For various reasons the people of Michigan came to believe that they 
were not obtaining from the railroad companies as large a _ proportionate 
revenue as some of the:adjoining States, or as large a share as was contri- 
buted by other property within the State. 

The agitation for a change in the method of taxing railroads was evi- 
dently due to a fundamental conviction that the physical property of rail- 
roads, which lay before the eyes of the common citizen, should pay in pro- 


- portion to all other visible property, quite irrespective of the use to which it 


was put or the relation which it bore to the income of the railroads. A 
costly bridge across a ravine and the approaches thereto obviously repre- 
sented the outlay of a very great deal of wealth on a single mile of track, 
while the next mile might cost but a fraction in comparison. Yet the prin- 
ciple that everyone should pay in proportion to his property plainly required 
that the one mile should be assessed in proportion to the capital expended on 
it, though it contributed no more to the railroad earnings than any other 
mile, and would indeed be worth as much less to the railroad company as 
was represented by the extra cost of maintenance. 

As one of the State tax commissioners put it, “‘That these companies 


represent immense wealth of taxable property within this State goes without 


saying. Our people have clamored for this uniformity. Recent elections 
have overwhelmingly been won with that as almost the sole issue. 

“The consensus of public opinion and sentiment is to the effect that uni- 
formity does not exist; that inequality of the most flagrant type abounds; 


~ and that the people demand that a universal system shall be employed assess- 


2 Act of 1897. 3 Report 1900, p. 48-49. 
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ing all properties, taxable within the State by the ad valorem plan and upon 
actual value. Assuming this will be done by the legislature, equal taxa- 
tion of these properties, with all others, can be worked out, because of the 
universal application of law.’’4 

This movement for a change of system was led by the late Governor 
Pingree, who found increased taxation of railroads to be a popular policy. 
One of his strongest arguments against the taxing of gross earnings was 
the following, taken from his message to the Legislature : ‘“‘The method 


is unjust. The tax upon earnings or income operates in favor of the rail- 
road companies. When the times are hard and the earnings smaller, the 
tax is less. In the meantime the State’s burdens are no less, and may, 


perhaps, have increased, and the relief accorded to the railroad companies 
during these hard times and depression, must be borne by the property 
owners generally. Thus, during times of depression, when the people are 
less able to pay, their burdens are increased, and just to the extent that the 
railroad company’s burdens are diminished. 

‘‘What would be the result if the State attempted to collect the entire 
burden of tax upon earnings or income ? How much would the farmer or 
merchant have contributed from 1893 to 1897? The result would have 
been that the State would have received but little, if any income, and would 
have been bankrupt and unable to meet its obligations.’’ 

The Michigan railroad commissioner, in 1897, puts the matter thus : 
“Tt is apparent that the present system of taxing railroads is unjust. 

“Ist. Because it is inequitable as compared with the tax upon other 
property, and because it is unjust to tax one kind of propertty upon its earn- 
ing capacity and refuse the same privilege to other properties. 

“2nd. Because the State, under the present law, is powerless to de- 
termine whether the earnings reported by the companies are accurate or not, 
the whole machinery for determining or reporting the same being practi- 
cally within the control of the railroad companies. ; 

‘3rd. Because a partial control thereof by the State is inadequate . 
to protect it. 

“4th. Because the system as applied to roads doing an interstate 
business is a usurpation of the power of Congress to regulate commerce be- 
tween the States, and to that extent is void.’’s 

Chiefly through the influence of Governor Pingree, the Atkinson Bill, 
first introduced in 1897, was finally passed in 1899. It was based on the 
law of Indiana and changed the system of railway taxation back to the old 
form of an ad valorem, or general property tax. Shortly after its passage 
the law of 1899 was shown to be unconstitutional in a couple of test cases 
before the Supreme Court of the State. This only stimulated the deter- 

mination to have the system changed and in November, 1900, the Constitu- 
tion was amended to permit of applying the ad valorem system to railroads 
and other corporations. The sections of the Constitution, specially affect- 
ing corporations, and the amendments to them are as follows : 


Article XIV. 
, 

“Section 10. The State may continue to collect all specific taxes accru- 
ing to the treasury under existing laws. The legislature may provide for 
the collection of specific taxes from (banking, railroad, plankroad, 
and other) corporations.’’ To this was added, “The legislature may 


4 Report, 1900, p. 129. > Report of the U. 8. Commission, Vol. IX., p. 1,023. 
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provide for the assessment of the property of corporations, at its true cash 
value, by a State Board of Assessors, and for the levying and collection of 
taxes thereon. All taxes hereafter levied on the property of such classes 
of corporations as are paying specific taxes under laws in force on Novem- 
bert sixth, A.D. nineteen hundred, shall be applied as provided for specific 
State taxes in section one of this article.’’ 

“Section 11. The legislature shall provide a uniform rule of taxation, 
except on property paying specific taxes, and taxes shall be levied on such 
property as shall be prescribed by law.’’ To this was added, ‘“‘The Legisla- 
ture shall provide a uniform rule of taxation for such property as shall be 
assessed by a State Board of Assessors, and the rate of taxation on such pro- 
perty shall be at the rate which the State Board of Assessors shall ascertain 
and determine is the average rate levied upon other property upon which ad 
valorm taxes are assessed for State, county, township, school and municipal 
purposes.’ 

In the meantime a State Tax Commission was appointed in 1899, part 
of whose duty it was, in the language of the Act, ‘‘to inquire into and ascer- 
tain the valuation of the properties of corporations paying specific taxes 
under any laws of this State, and to ascertain the actual rate of taxation, 
as based upon the valuation of said property that is being paid by said cor- 
porations, and, to this end, said board shall require reports from, and make 
investigations as to the properties of such corporations in the same man- 
ner and to the same extent as if said corporation were paying taxes under 
this Act.’’ 

“To further report to the Legislature at the beginning of the regular 
Sessions, specifically the true valuation of the properties of corporations 
paying specific taxes and the rate of taxation actually paid on said valua- 
tion, and the true valuation of all other properties of the State and the rate 
of taxation the same are paying, to the end that the Legislature shall have 
the information necessary to re-arrange the rate or system of taxation on said 
properties, so that all taxable properties of this State may be taxed uni- 
formly.”’ : 

After examining the systems of all the different States, the Commis- 
sion concluded that, “no one of them seemed to offer a fair or satisfactory 
solution of the problem before the Commission. It was, therefore, deemed 
wise that a thorough appraisement be made of the physical, tangible pro- 
perties of all railroads of the State. The task was not only herculean in mag- 
nitude, but most difficult of execution. It required expert ability not pos- 
sessed by the Commission. That such work, if performed at all, should be 
so well and thoroughly done as to command the respect of the State and of 
the railroads as well; otherwise it would be valueless and prove a waste of 
time and money. 

“The matter was placed before the Board of State Auditors and their 
assent obtained to an allowance of reasonable bills for the work. Professor 
M. E. Cooley, of the Michigan University, a civil engineer of national re- 
pute and wide experience, was employed by the Commission to superintend 
and plan the appraisal. He was not hampered by limitations or directions, 
except that all bills must be approved by himself, the Commission and the 
Board of State Auditors. He was authorized to employ such help as he 
required. The work was to be done by men who were competent and fair, 
without any reference to their place of residence or their politics. They must 
have fitness for their work and he alone was to be judge of such fitness and 


ability. 
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“Tt was soon apparent that the cost of this work would be in excess 
of first estimates, but it was believed that what the people wanted was some 
solid basis upon which to found a system of railroad taxation and that a 
cost of forty or fifty thousand dollars, if need be, would be economy in the 
end. Upon such vast properties the taxation upon two or three millions 
of dollars would in a single year, at the average rate of taxation, equal the 
total cost of appraisal.’’® 

Professor Cooley certainly accomplished his portion of the work in a 
most thorough and systematic manner. As this system of valuation has 
been deemed in Michigan an essential factor of the ad valorem method of 
taxation and as it is perhaps the most unique feature in connection with the 
alteration of the State taxation, some account of what is involved is neces- 
sary to this report. The work accomplished is concisely stated in the 
report of the tax commissioners for 1902 

“The Michigan Railroad Appraisal, conducted by Prof. M. HE. Cooley 
and a corps of some seventy-five engineers, occupied the period from about 
the first of September, 1900, to the 30th of May, 1901, not all of the force 
being engaged upon the work, however, during the entire period. The plan 
that he evolved for the accomplishment of his purpose was first a division 
of the forces into two parts, namely, field men and office men. ‘The lat- 
ter were sent to the various railroad offices in small groups and there gath- 
ered all data that was available regarding the property of each company. 

‘They searched the engineering records and gathered a full description 
and classification of mileage, track, roadbed, rolling stock, buildings and 
lands, entering a complete record in detail upon special blank forms pre- 
pared for the purpose. Early in the work the idea of following the classifi- 
cation of construction expenses as outlined by the Interstate Commerce 
Commission was conceived, and this classification with but slight alteration 
was used as a guide in making up these blank forms. The list as used com- 
prised the items in the following table; and as here given, shows the grand 
total cost of reproduction and present value of all physical railroad property 
in Michigan. 

““The field men or inspectors before referred to were supplied with a con- 
cise copy of the information gathered by the office men and sent out singly 
on actual inspection of the physical property of each railroad. The inspec- 
tor also carried with him an ordinary engineer’s note book upon which to 
make his own independent notes regarding the description and condition of 
the property and at the same time check up the list supplied him by the 
office force. He covered his road either on foot, or by means of a hand car, 
but was not permitted to make his examination from the cab of a locomotive 
or the rear of a passenger or freight train. He described minutely the phy- 
sical property, such as bridges, ties, rails, spikes, rolling stock, road bed, 
station buildings, etc., but did not place any value in dollars or cents upon 
the various items in the field. His sole duty was to describe each item and 
ascertain, if possible, the time it had been in use or what percentage 
its physical condition represented of a new item of the same kind, the valua- 
tion being made at a later period. 

“The whole work was necessarily a progressive one and no precedent 
for its accomplishment existed. So it was found necessary to withdraw 
some of the office men and field men from their first duties as operations 
advanced and consolidate them into a calculating or estimating body at the 
main office in Detroit. These men received the note books of the field in- 
spectors as fast as each road was gone over, together with the office blanks 


6 Report, 1900, p. 69. 
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first mentioned, and from the two records commenced the task of estimat- 
ing the cost and present value of the property examined. To avoid errors 
or influence in the nature of ‘‘the personal equation’’ of each individual, a 
set of tables containing average costs of .all forms of railroad property down 
to the minutest detail, was made out. These price tables were the result 
of averages carefully arrived at and discussed by conference of the ablest 
men engaged in the work. For illustration, the price of steel rails as given 
in these tables was $28.00 per gross ton, being found by averaging the stan- 
dard weekly quotations for a period of one year. Some fifty of these tables 
were completed and the calculating force adhered rigidly to them in estimat- 
ing the cost of property. The present value was then found by multiply- 
ing the cost by the percentage of condition established by the field inspector. 

‘‘Another feature that now presented itself was the necessity of honest 
expert criticism of the methods being used in order that no false premises 
should creep into the process of valuation. With this idea in view a board 
of review was appointed, consisting of Messrs. Octave Chanute and Maj. G. 
W. Vaughn of Chicago, Mr. Charles Hansel of New York, and _ Prof. 
Charles E. Greene of Ann Arbor, four of the best known engineers in the 
United States. All of these gentlemen are members of the American 
Society of Civil Engineers, Mr. Chanute being a past President of the So- 
ciety. This board, after a careful examination of all that had been done, 
made many needful suggestions. Special departments were organized at 
this time in both field and office. These departments shaped themselves 
naturally along the lines of civil, mechanical, electrical and marine engin- 
eering in the field, and each had a counterpart in the office, such as De- 
partment of Roadway, Bridges and Buildings; Department of Motive Power, 
Rolling Stock and Tools; Department of Telegraph, Telephone and Electric 
Stations, and Department of Docks, Wharves and Car Ferry Terminals. 

‘“Towards the close of December, 1900, the field work and inspection was 
practically completed and the field men either discharged, or retained for 
service in the calculating force as exigencies required. Preliminary re- 
sults were reached in the office and it became necessary to compile them in 
a systematic manner. 

*‘A portion of the force now employed was organized into a ‘‘Checking 
Department’’ and began a systematic study of the results passing through 
the compiling department for the purpose of correcting errors. From the 
Ist of January to the 1st of March the work was confined almost wholly to 
the office, the field work having been completed and final results on many of 
the roads reached. About the Ist of March it was decided to complete the 
work in Lansing, and to this end all records were shipped to the office of 
the Tax Commission, and the number of men employed diminished to four. 

*“For the next two months, or until the end of April, the time was 
spent in typewriting results and arranging them in an orderly condition for 
binding and preservation. The typewritten work was done on large sheets, 
four copies at a time. When completed, the finished work was thus repro- 
duced in quadruple and formed nine complete volumes on fourteen by seven- 
teen inch paper, with from 130 to 200 pages in each volume. The office 
notes and other data gathered from the railroad companies was bound into 
twelve large nine by seventeen inch volumes. ‘The inspectors’ notes were 
of course preserved in the engineers’ field books, and the remaining data 
gathered into more or less compact shape between hard board covers. 

_ “Jn addition to this, twelve volumes of letters and correspondence re- 
mained, together with five volumes comprising the appraisal of telegraph 
and telephone properties. | Considerable time was spent in indexing and fil- 
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ing this small library, and.some final proof reading was also attempted. 
The entire set of results now exists in the office of the Tax Commission, and 
has formed one of the most inportant parts of the basis of valuation of rail- 


road property used by the board.”?7 
The cost of this work to the State amounted to $65,000. 


praised and the total values under each are here given : 


SUMMARY. 


Michigan Railroad Appraisal. 


Mileage. 
Main iiinews eter nvelnetsits 7,082.35 
Branches vse seen etapa ascrer rae 730.92 
Spurs and SGI Ge Metre cite 2,904.70 
Second itracke as sere ete iiekeretent 164.83 


VALUE OF PHYSICAL PROPERTIES. 


The scheme 
of headings under which the physical property of the railroads was ap- 


Cost of 


1 COWHOUF WH 


7 Report, 1902, pp. 52-55. 


: Present 
Subject. reproduction. value. 
$ $ 
. Engineering, 4% items 2 to 25 inc. and 38.................. 5,386,772 5,386,772 
. Right-of-way and station grounds..................--+.04- 27,745,313 27,745,313 
IR GAIFES TALC eaekstin Setiae tas ele meats ees Lanter ae, La aed ee 863,337 863,337 
CGTACLING Mee Nea ays ecto eats a (ater Mate oe ago ne SN een 21,699,995 21,693,024 
BETA Sai Gare. ones es bears Ach tae atows beac ape ra ene ee NS aT ec 1,148,070 1,093,445 
yebridges\itrestiesand) culverts ssi oie. oe aaye cate vee 3,027,119 6,337,819 
eLies. (CLOSS/ ANC. Swatch ties: mei) Ncr es ous ara 6 aes aan Ieee 11,139,924 6,148,748 
spel RDU SP SU MMU ee RW OSM Te Sek a oe STIG 28,703,012 21,865,994 
AL PACKSASTC INL CS Lae es obrcete Yardal a, Ck uite Geeta Meee aI ae eee 3,845,030 2,987,982 
PeHrOrs SWAtCbes ANd) -CrOssING Sri... deles..- | rueeh noe lees ween ete 1,469,781 1,040,120 
BAS URE rR ences clara otk te act). ape an ee ee epee 3,723,558 3,723,558 
Hire kyla vine and SUCiACUNS: cies) wielc & - suelo Schoen nei eet 6,555,638 6,400,972 
NSE CTC TINO My yey eth we leigh cee slates S40) th ne oi Suagle ho] ane ati aaa 2,763,595 1,627,790 
iCrossinescattle:cuardsvand signs. vac sc couRaee en eee 607,542 428,474 
. interlocking and’ signal apparatus. 6.202600... Ne denen oe 301,883 448,686 
Mteleoraph(S0)itelephomes sii. sue sis sas cjacs cho ane me aes 258,985 134,797 
AT StAvOnwoUl GIngs and fixtires.cn. ia seicrivers aes ave cee eee 4,108,736 3,111,103 
. Shops, roundhouses and turntables........................ 2,157,228 1,467,569 
WENO DA IMACHINER VME COOL i sis 2:1. (o/s o.x e/a ave ats. 5 lc pe ete Seed ooeatee 1,107,910 882,634 
IV IB LED MELALIONIS ary emine tiie lye rah cit ape\asakarlet chee cets hess oho Ra Cees 725,670 522,135 
PRUE IBCALIOMA va Panna te ear tel cise eye tts auc Sr 2 Ades Shun eee ete eet 303,289 201,461 
PU TAIMIe Lea LOLAW inert oie tute ulub ane ural it a Sates Ste eae a 1,336,794 1,009,043 
APAVVOT EL OUSCSR Esato state svete hey rel eye dek eet Win 's"evara se a) allot elles ae Reseuekeeinel 258,646 183,910 
. Docks and wharves....... BUR a ete ws he: Have ates SLI eee RA 5,531,919 3,831,934 
MagcellaneousrebruchUres: ey. 2\age) cs saiele's ¢.cs aie oe Re 1,234,345 856, 253 
EOCOMIOLV ES er eer come cams Levelt sists che foie, Seve e ba B RR et cAI i che 9,021,517 5,092,053 
PP RASSCHe er eQUIpMeM ise cteaehass ct ctes.cfele: «Riche «En eves ees Ree 3,197,473 2,277,271 
MVE TELS Gwe g Wh Mae M taewe deters ere ks disco je cra 2's, ie 5 0 Witch, «eee 19,734,246 13,690,587 
‘ue NVUSCOMAneOUs he UL PIMeMb aa Be wiih clei sesh less lsle cicle eleigutanen 702,940 423,689 
PM errlesaii GimaleaAIMS MOS seine cur rciuis coe leg <4 20. ce taua: Meee 1,725,000 1,095,500 
PN ULE CERI GMIMLANILS Resp eee teeelties Ae Benepe cole at sie Lape rete ok teats 93,061 89,898 
. Terminals (items included above)... :..5..........0...00.- 
. Legal expenies, 0.5% items 2 to 25 inc. and 33............. 673,349 673,349 
. Interest, 3%, items 1 'to 34 inclusive..............-.... eee 5,290,549 5,290,549 
Pec ona Organization 1.5% do........... 2,645,277 2,645,277 
expenses f°" *" HOTT aretcics NOW ARERR IEE I get 18,428,759 15,127,110 
Total cost of construction and equipment................ 202,716,262 166,398,156 
ABIOLONeR an GC - SUD PILES ALS nc mrs. Maw ot tae hie la Nn eeor>, apatatacs borane 1,474,829 1,474,829 
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When these results were obtained it was found that the State had not 
yet a true valuation of the railroad property. It had at best but one of sev- 
eral factors which enter into an adequate appraisal. ‘‘It is generally under- 
stood that under the present system of taxing gross earnings, the taxes paid 
per mile of road vary to a much greater extent than do the tangible proper- 
ties of the roads. In other words one road may have a tangible property 
worth $15,000 per mile, while another road has a tangible property worth 
$25,000 per mile. The road having the tangible property worth $25,000 
per mile may be paying upon gross earnings to-day four dollars of tax per 
mile to one dollar per mile paid by the road having the property of lesser 
yalue. Tangible properties and earnings do not correspond proportionately, 
and it is evident that the franchise and intangible values cannot be esti- 
mated by a proportionate addition to the physical or tangible values. 

“It was, therefore, deemed wise by the Commission that investigat:on 
along this line should be made and reported to the Legislature. No one 
more familiar with the subject, nor better fitted by education and experience | 
to cope with this subject, could be suggested than Professor Henry C. Adams, 
professor of political economy at the Michigan University. He hus been 
for many years statistician of the Interstate Commerce Commission and has 
had a wide experience along many lines especially preparing him fuor such 
work. He was employed to take charge of this branch of the appraisal. 

“Tf the Legislature should elect to pass a law of this character it should 
have before it some positive information bearing upon the subject. The 
methods that have been employed and the results obtained are shown by ref- 
erence to Professor Adams’ report. Should the Legislature enact a law for 
the taxation of railroads upon an ad valorem basis, it will have a complete 
valuation of all physical properties and to complement the same an appraise- 
ment of franchise values, in addition to the physical, as found by Professor 
Adams. It will have also an independent valuation of all railroads of the 
State whose stocks and bonds are found upon the market.”’ 

The method by which Professor H. C. Adams accomplish2i this task is 
best given in his report to the Michigan Board of State Tax Commissioners 
which is as follows : 


“To the Board of State Tax Commissioners, Lansing, Mich. 


‘‘Gentlemen : 

“In reply to your request for a method of valuing the non-physical 
element in railway properties, I submit the following : 

“First. It is understood that the object of the investigation instituted 
by the Michigan Tax Commissioners is to determine whether the properties 
imposed with specific taxes pay, upon their true value, a rate equai to the 
rate paid by property taxed under the general tax law. The suggestions 
here submitted pertain to railways organized as corporations, aa‘ whose chief 
business is that of transportation. 

‘Second. It is understood that, as one step in this investigation, the 
Commission has undertaken to appraise the physical property of railways 
(real estate included) and that the request made to me is to formulate a satis- 
factory rule for appraising the non-physical or immaterial e!emen: in rail- 
way corporations. 

“Third. It is submitted that this non-physical or immaterial element 
is not a simple commercial element, but includes, among other things, the 
following : 

“1. It includes the franchise (a) to be a corporation; (b) to use public 
property and employ public authority for corporate ends. 
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“*2. It includes the possession of traffic not exposed to competition, Ae 
for example, local traffic. 

“*3. It includes the possession of traffic held by ‘established connections, 
although exposed to competition, as, for example, through traffic that is se- 
cured because the line in question is a link in a through route. 

“4. It includes the benefit of economies made possible by increased 
density of traffic. 

‘6. It includes a value on account of the organization and vitality of 
the industries served by the corporation, as well as of the organization and 
vitality of the industry which renders the service. This value, consequent- 
ly, is, in part, of the nature of an unearned increment to the corporation. 

“Fourth, As corroborating the existence of this element of value in all 
Aaa corporate enterprises, reference may be made to the following 
acts : 

‘1. Corporations almost universally are bonded for an amount in excess 
of the value of physical properties less the proceeds of the stock issued. If 
trafic or goodwill or franchises or organizations can be made security for 
the borrowing of money, is it not evident that they possess an established 
commercial value? 

“2. It is not uncommon for courts, in placing railway properties in the 
hands of receivers, to defend their action by the assertion that the step is 
necessary in order to prevent the disintegration of the property. Is it not a 
legitimate conclusion from this fact that the courts recognize organization 
“as an element of value ? 

“3. The universal recognition of the necessity of supplementing the 
general property tax by some special method of taxation in the case of rail- 
ways is an acknowledgment of the fact that the general property tax by or- 
dinary methods of assessment does not attach itself to the full value of cor- 
porate property. The general property tax worked well when the majer 
portion of property was material and visible; it failed to work well when, 
through the development of corporate enterprises and credit relations, im- 
material values came to be relatively significant. 

“Fifth. Inasmuch as nothing tangible or visible gives support to the 
value under consideration, it must be determined on the basis of information 
secured from the current accounts of the corporations. There are two ac- 
counts which may be used for this purpose, namely the general balance sheet 
and the income sheet. In the balance sheet will be found a statement of assets 
and liabilities, giving cost of road and equipment on one side and the par 
value of stocks and bonds on the other. For reasons that need not here be 
stated, these items are not satisfactory for the purpose which this commis- 
sion has in view. ‘It may be assumed that the appraised value of the physi- 
cal property of railways (including franchise element in the right of wwy) 
will not coincide with the balance-sheet statement of cost of road and equip- 
ment. 

‘The practice adopted by many States of appraising railway property on 
the basis of the market value of stocks and bonds has something to be said 
in its favor, but it is not satisfactory. This point, however, need not be 
argued at the present time, because this commission, by instituting an ap- 
praisal of the physical assets of the corporations, has committed itself to a 
rule inconsistent with the valuation of corporate liabilities. 

‘In discarding the balance sheet as the basis of valuation, the commis- 
sion is forced to accept for this purpose the income account, a conclusion 
which finds support in the established rules of corporation finance. The 
task of appraising railway properties, undertaken by this commission, is akin 
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to, 1f not identical with, the revaluation of railway securities, should this 
become necessary for reorganization or for transfer. As stated by Mr. 
Greene, an authority upon this subject, the holder of railway properties 
“must accept as a basis for revaluation of his securities the earning power 
of the company as a carrier of traffic.’? This ‘‘earning power’’ is undoubt- 
edly the basis of all valuation of corporate properties, and it is the income 
account from which this earning power can be determined. 

‘‘Another reason for accepting the income account of railways as a basis 
for the appraisal of immaterial values, is that the rules of bookkeeping, so 
‘far as this account is concerned, are fairly uniform for all railways, and in the 
main rigidly followed. This is especially true so far as it 1s necessary to 
make use of the income account for the purpose of this commission. The 
degree of accuracy attained in this account may be suggested by reference 
to the official classification of operating expenses adopted and followac by 
the principal railways of this country, a copy of which is herewith submitted. : 
I also submit in this connection the form of income account prescribed by 
the Interstate Commerce Commission and followed by the majority of >.ate 
Commissions. 

“Sixth. The rule submitted for the appraisal of the immateriz! values 
of railway properties, or what I- prefer to term the capitalization or corpor- 
ate organization and business opportunity, is simple, as follows : 

“1. Begin with gross earnings from operation, deduct therefrom the 
aggregate of operating expenses and the remainder may be termed the *‘in- 
come from operation.’’ To this should be added ‘‘income of corporate in- 
vestments,’’ giving a sum which may be termed ‘‘total income,” anil which 
represents the amount at the disposal of the corporation for the support of 
its capital and for the determination of its annual surplus. 

**2. Deduct from the above amount—that is to say ‘‘total income’’ as 
an annuity properly chargeable to capital—a certain per cent. of the ap- 
praised value of the physical properties. . 

“3. From this amount should be deducted rents paid for the lease of 
property operated and permanent improvements charged directly to income. 
The remainder would represent the surplus from the gross earnings from the 
year’s operations, and for the purpose of this investigation may be accepted 
as an annuity which, capitalized at a certain rate of interest, gives the true 
value of immaterial properties. elit: 

“Seventh. To obviate the criticism that both gross and net earaings 
vary from year to year, it is suggested that, in place of a single year’s iu- 
come account, a period of 10 years be accepted as the basis of computation. 
The reason for accepting a period of 10 years is that under existing commer- 
cial conditions it is likely that the corporation whose property is appraised 
-would, during that period, pass through years of both prosperity and 
adversity. 

_ © “Kighth. It will be observed that the above rule fails to appraise the 
speculative element in railway property. While this element doubtless af- 
fects the price of corporate stocks and corporate bonds, it is not entirely 
clear that it should influence appraisals for the purpose of taxation. Should, 
however, the commission desire to compute the present worth of property, a3 
resting upon expectations in the future as well as upon earnings in the past, 
the pertinency of the above rule would not thereby be: impaired This is 
' true, because the speculative value of properties’ must, from the nature 
of the case, be a modification of their true value computed upon the basis of 
their earning capacity.’’® 


3 Report of Industrial Commission, 1903, Vol. IX., pp. 375-378. 
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A concrete case will illustrate Professor Adams’ method :— 


CHICAGO AND NORTHWESTERN RAILWAY. 
Average for ten years : 


Gross earnings from soperationy ss. .c)je.. chee rletan aeons a oie eee $ 1,971,951 

Operating expenses, exclusive of taxes...........-....--eee eee ere ees 1,244,748 
Net income from operation.................. case RE ama $ 727,203 
Netancome from investment. 1. iss te cieaics cheer, eiereite 46,860 
Notalavailablecorporatesdncome da cies ae iia erred 774,063 

Rents of Michigan property not included in Cooley Appraisal........ 0 

Interest on interest-bearing current liabilities ..............0.....0.. 

Permanent improvements in Michigan charged to income............ 12,000 
Total deductions from corporate income ..............eeeee ees 12,000 
Surplus trom, openation. iNAs 5 hatches we Gee Meets aes hee ew airtel $ 762,063 

Mean value of physical elements (computed from Cooley appraisal)... 12,239,214 
Corporatesurplus'from operation:. 9-05 5. sees fee aes ee 762,063 

Tax of 1% allowed on mean value of physical elements .............. 122,392 

Annuity of 4% allowed on mean value of physical elemenets ........ 489,569 
Sin OL tax and annuity se reels co wee. Seabee aia 3 nice eee Aa ~ 611,961 
Net icorporate-surp lus i rp-< tre a jel ncaa ep etal ics ayaa $ 150,102 

Capitalization of net corporate surplus at 7%, giving value of non- 

physicalvelements.)) 3985..s Us Pees Fey eee tenet oe Nahe om eae 2,144,314 

Cooley appraisal of physical elements ............... cece eee ee enone 13,106,048 
Present valueof property jaca wee been ds ca ece ene R $15,250,362 


Report of 1902; p. 56. 


Professor Adams afterwards admitted that his method of arriving at 
intangible values was not altogether accurate and would require revision. 

As Professor Cooley explained to the Ontario Commission, ‘“The apprais- 
al of railway property in 1900 was made simply for the purpose of informing 
the Legislature of the value of railway property in the State, the object be- 
ing to ascertain whether railway companies were paying their fair share of 
taxes In,comparison with individual or general properties. On the strength 
of the report they changed the method of taxation from the specific to the 
ad valorem system.”’ 

The new law which accomplished this purpose under the amended con- 
stitution was passed in 1901 and slightly amended in 1903. In its present 
shape the essential features of the law are as follows: 

“Src. 4. It shall be the duty of said board to make an annual assessment , 
upon an assessment roll to be prepared by said board, of the property hay- 
ing a situs in this State as hereinafter defined, of rand companies, doing 
business within this State, car loaning companies, and refrigerator and fast 
freight line companies, and all other corporations owning, leasing, running 
or operating any freight, stock, refrigerator, or any other cars, not being ex- 
elusively the property of any tailroad company paying taxes upon its rolling 
stock under the provisions of this act, over or upon the line or lines of any 
railroad or railroads in this State. 

‘Sec. 5. The term property as used in this act shall be deemed to in- 
clude all property, real or personal, belonging to the corporation subject to 
taxation under this act, including the right of way, roadbed, stations, cars, 
rolling stock, tracks, wagons, horses, office furniture, telegraph or telephone — 
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poles, wires, conduits, switchboards, and all other property used in carry- 
ing on the business of said corporations or owned by them respectively, and 
all other real and personal property and all franchises, said franchises not 
to be directly assessed, but to be taken into consideration in determining the 
value of the other property: Provided however, That this definition shall 
not include, apply to or subject to taxation such real estate as is owned and 
can be conveyed by such corporations under the laws of this State which is 
not.actually occupied in the exercise of their franchises or in use in the pro- 
per operation of their roads or their corporate business, but such real estate 
so excepted shall be liable to taxation in the same manner and for the same 
purposes and to the same extent and subject to the same conditions and 
limitations as to the collection and return thereon, as is other real estate in 
the several townships or municipalities in which the same may be situate. 

“Src. 6. The several corporations enumerated in this act, doing busi- 
ness in this State, shall annually, between the first and thirtieth days of July 
in each year, under the oath of their president, secretary, treasurer, superin- 
tendent or chief officer of such company, make and file with the State Board 
of Assessors, in such form as said board may provide, upon blanks to be fur- 
nished by said board, a statement containing the following facts : 


RarLRoaD, UNION STATION AND DEPOT COMPANIES. 


“The blanks furnished to railroad and union station and depot com- 
panies shall provide for the following information : 

First, The name of the company; 

Second, The nature of the company, and under the laws of what state 
or county organized ; 

Third, The location of its principal office; 

Fourth, The name and postoffice address of the president, secretary, au- 
ditor, treasurer and superintendent or general manager; 

Fifth, The name and postoffice address of the chief officer or managing 
agent of the company in Michigan; 

Sixth, The number of shares of capital stock; 

Seventh, The par value and market value, or if there be no market 
value, the actual value, of the shares of stock on the thirtieth day of June 
of the year in which the report is made; 

Eighth, A detailed statement of ‘the real estate owned by the company 
in Michigan, and where situate, and the value thereof; 

Ninth, A detailed statement of the personal property, including moneys 
and credits owned by the company in Michigan on the thirtieth day of June 
in the year in which the report is made, where situate, and the value thereof; 

Tenth, The total value of the real estate owned by the company situate 
outside of Michigan; 

« Eleventh, The total value of the personal property of the company situ- 
ate outside of Michigan; 

Twelfth, The whole length of their lines, ‘and the length of so mutch of 
their lines as is within or is without Michigan, which lines shall include 
what said railroad companies control and use as owners, lessees, or other- 
wise ; 

Thirteenth, A statement of the entire gross receipts of the companies, 
from whatever source derived, for the year ending the thirtieth day of June 
in the year for which the report is made; 

Fourteenth, Such other facts and information as said board may re- 
quire, in the form of the return prescribed by it. 
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EXPRESS COMPANIES. 


“The blanks furnished to express companies shall provide for the follow- 
ing information : 

First, The name of the company; 

Second, The nature of the company and under the laws of what atate 
or county organized ; 

Third, The location of its principal office; 

Fourth, The name and postoffice address of the president, secretary, au- 
ditor, treasurer and superintendent or general manager; 

Fifth, The name and postoffice address of the chief officer or managing 
agent of the company in the State of Michigan; 

Sixth, The number of shares of capital stock, (a) authorized; (b) issued; 

Seventh, The par value and market value, or if there be no market 
value, the actual value of the shares of stock, together with the total amount 
of bonded indebtedness, on the thirtieth day of June of the year in which 
the report 1s made; 

Highth, The situation, income and value in detail of its real estate in 
this State; 

Ninth, The total income from and cash value of all its real estate situat- 
ed outside of this State; ~ 

Tenth, A full and correct inventory, at the true cash value, of its per- 
_,sonal property, including moneys and credits, within this State; 

Eleventh, The true cash value of all its personal property, including 
moneys and credits without this State; 

Twelfth, The whole length and names of railroad lines and water and 
stage routes over which it did business, and separately, in detail, the por- 
tions of such lines and routes within this State, and the portion of such 
routes over navigable waters of the United States within. this State ; 

Thirteenth, “Such other facts and informaton as may be deemed neces- 
sary by the State Board of Assessors, or any member thereof, to the pro- 
per assessment of the property of such company. 


Car LoANIneG, STOCK Car, REFRIGERATOR AND Fast FREIGHT Line CoMPANIES, 
AND OTHER Car CoMPANIES. 


“The blanks furnished to car loaning, stock car, refrigerator and fast 
freight line companies, shall provide for the following information : 

First, The corporate name of the company; 

Second, The nature of the business of said ENE and under the laws 
of what State or country organized; 

Third, The location of its principal office; 

Fourth, The name and postoffice address of the president, secretary, 
auditor, treasurer and superintendent or general manager; 

Fifth, The location of its principal office in the State of Michigan, to- 
gether with the name and address of the chief officer or managing agent of 
the company in Michigan; 

Sixth, The total number of cars and rolling stock of any such corporation 
run over or operated upon any line or lines of railroad within this State each 
day during the entire vear preceding the date of making and filing such 
Teport ; 

Seventh, The cost of construction of each of said cars; 

Eighth, The length of time the same has been in service; 

. Ninth, The cash value of each of said cars so operated and run in this 
Byaie at the time of making and filing this report; 


= 


1904 ON TAXATION OF RAILWAYS. 45 


Tenth, And such other and additional information as may be deemed 
necessary by said board, or any member thereof, to the proper assessment of 
the cars of such company in this State in accordance with the provisions of 
this-act and to the performance of the duties imposed upon it thereby. 

“Sec. 8. Subsequent to the filing of the reports required in the preceding 
section, and prior to the fifteenth day of January in each year, it shall be 
the duty of the said State Board of Assessors, to prepare an assessment roll 
as provided in section four of this act, upon which they shall assess at the 
true cash value on the thirtieth day of June of the year in which the assess- 
ment is made, all the properties of the companits herein enumerated, sub- 
ject to taxation under this act, which said assessments shall not be final until 
reviewed as herein provided. For the purpose of arriving at the amount 
and character and the true cash value of the property belonging to said com- 
panies as appearing upon the assessment roll for the purpose of assessment 
and taxation, the said board may personally inspect the property belonging 
to said companies, and may take into consideration the reports filed under 
this act, the reports and returns of such companies filed in the office of any 
officer of this State, and such other evidence as may be obtainable bearing 
thereon. In determining the true cash value of the property of railroad and 
union station depot companies which own, lease, or operate lines partly within 
or partly without this State, the said board shall be guided, in ascertaining 
the property subject to taxation in Michigan, by the relation which the num- 
ber of miles of main track within the State of Michigan bears to the entire 
mileage of the main track of said companies both within or without this 
State. . In determining the cash value of the property of express companies, 
they shall ascertain and determine the actual value in money of the entire 
amount of the capital stock and bonded indebtedness of such express com- 
pany. From the amount so obtained and determined, said board shall de- 
duct ths actual value of all real estate owned by it as ascertained by said 
board, and the actual value of all its personal property which is not used in 
the express business of such express company. And the remainder thus ob- 
tained shall be used in determining the assessment of such express com- 
pany in the following manner : The said board shall then divide the amount 
obtained above by the total number of miles of railroad, stage, water and 
other routes over which the company did business to obtain the value per 
mile, and shall then multiply the value per mile thus obtained by the total 
numbei of miles of such routes within this State, exclusive, however, of the 
numbei. of miles of water routes over the navigable waters of the United 
States within this State, to which results shall be added the value of all real 
estate owned by such express company in this State, as determined by said 
board, and the sum so obtained shall be taken and considered as the actual 
value of the property of such express company subject to assessment and 
taxativu in this State. In ascertaining the cash value of the property of 
car loauwing, stock car, refrigerator, fast freight line and other car companies 
subject to taxation under this act, they shall ascertain the average number 
of cars used in this State during the year preceding the day of the filing of 
the repurt mentioned in the preceding section, such average to be deter- 
mined by dividing the total number of cars so used or operated within this 
State during said year by the total number of days on which said cars 
were so used or operated, within this State; and they shall also ascertain the 
average cash value of such average number of cars, and from said data the 
total valuation shall be determined and shall be the assessment against the 
property of said corporation.”’ 

' 
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After the average rate of taxation for the whole State is ascertained by 
the board, this rate is to be levied upon the assessed value of the railroads 
and other companies to which the act applies. The State tax ‘“‘shall be 
payable on the first day of April following the assessment and levy thereof, 
and shall be in lieu of all other taxes for State and local purposes.’’ As 
to the application of the taxes when collected; in accordance with the provis- 
ions of the State constituton under the old system of specific taxation, ‘‘all 
taxes collected under this act shall be applied in paying the interest upon 
primary school, university,and other educational funds and the interest and 
principal of the State debt, in the order herein recited, until the extinguish- 
ment of the State debt other than the amounts due to educational funds, 
when such taxes shall %e added to and constitute part of the primary school 
interest fund; and such taxes as are collected under the provisions of this 
Act shall be treated and disbursed as specific taxes are now treated and 
disbursed.’’ 

As to how this works out in practice, we have the following statement 
from the tax commission of 1900: ‘‘During the last year corporations with 
one hundred and forty millions of authorised capital stock have been organ- 
ized in Michigan. If specific taxes shall be increased upon or extended 
to other corporations than those now taxed by that method, the interest re- 
ceived will go into the primary school interest fund. That fund, together 
with the one mill tax, is now apportioned to the several counties of the S‘ate, 
according to the number of children of school age. This provision may be 
a very wise one, in that it makes children and not dollars the units for dis- 
tribution, but the law now provides that these monies shall be used . for 
~ teachers’ wages only. 

‘Attention is hereby directed to the interesting and seemingly importaut 
fact that there are hundreds of school districts in the State where the m nies 
now received from these two funds considerably more than pay all the 
wages of teachers employed. 

‘‘The surplus is retained-and used for other expenses. In the case of 
township districts, it 1s retained for other township expenses and with school 
districts for unknown purposes, though, without doubt, wisely expended in 
most cases. 

“Tf, perchance, these funds shall be more than doubled within the next 
few years, the opportunity will be greatly increased for misappropriation, 
since the great proportion of the 6,469 ungraded schools of the State levy 
no tax for teachers’ wages, but depend entirely upon the distribution of the 
primary school and one mill tax.’’9 

The first assessment under this Act was made in 1902, but it has been dis- 
puted by the railroads as unconstitutional, on the ground of its inequality, 
and the matter is now before the courts. 

The original Board of Tax Commissioners was undoubtedly actuated by 
an enthusiastic zeal and singleness of purpose in its work. In its general 
capacity as a board for the control of the assessments for school, local and 
State taxes, and in reviewing and equalizing the work done by the local as- 
sessors throughout the State, it has occomplished great reforms. It has 
brought order out of chaos by the introduction of a uniform and impartial 
system for the assessment of real estate and personal property. As_ to 
whether the system reaches all forms of private wealth, which, in justice, 
ought to contribute to the public revenues, and especially that growing fac- 
tor of income unrepresented by tangible property, is a question on which 
some at least of the members of the board have serious doubts. As a board 
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of original and complete jurisdiction in the matter of assessing railroads and 
other corporations, its work has been, as the members admit, extremely 
difficult. At the same time it is without any practical check upon its opera- 
tions, other than an appeal to the Supreme Court, which at best can only pass 
upon the legal aspects of assessment. It is evident, however, from the in- 
formation obtained from the: board itself, that its work with local assess- 
_ ments has more or less completely determined the methods of valuation which 
it has applied to such large and complex properties as railroads and other 
transportation corporations. 

From the first it was evidently the conviction of the board, determined 
by the change which had been made imperative by popular vote, that some 
comparatively simple and direct method of valuation for railroads would be 
possible, such as was applied to ordinary private property. This idea was 
undoubtedly at the basis of the popular demand for “equality of taxation.’’ 
It was in this faith that the board sought to have an expert valuation made 
of the physical property of the railroads. 

“Tf it shall be sought to place only railroads, telegraph, telephone 
and express companies under the direct assessment of such a board, it would 
seem to be wise that ample provision be made for a correct, systematic and 
proper valuation to be made of their properties, as provided by the constitu- 
tional amendment. 

*‘Such valuation should be made periodically by experts, men eminently 
capable, and all data, together with iriventories, should become matters of 
public record, open to inspection. 

“SLisis but nonsense to talk of placing the valuation of these immense 
properties, worth hundreds of millions, in the hands of men for valuation, 
with whom it would be a physcal impossibility to make even an approximate 
valuation. If railroads and other like corporations are to be assessed upon 
valuations, only men capable of doing this work by training and experience 
can find even approximate values, and this should be done so openly that 
pot the faintest suspicion may attach to the assessing board or to the corpora- 
tions themselves.’’'° 

The board, however, found itself compelled to travel far from the pro- 
posed expert and open method of assessing railroad values. 

Professor Cooley himself, a professor of engineering, not of finance, had 
no assurance as to the Anality of his own results. In his interview with the 
Ontario Commission he said :—‘‘After you have made a physical valuation 
and a careful investigation of the financial end of the problem, you haye not 
then reached the value of a railway property. At that stage, with all 
that data at your hand, it needs a careful study of the road itself and the 
conditions of its management, the country through which it operates, the 
local conditions which may tend to increase or lower the value and affect 
its future. That we did not touch on, because it was the distinct duty of 
the Board of Tax Commissioners.’’ 

The Board of Tax Commissioners were themselves compelled to extend 
the range of their basis of valuation until they seemed to cover every known 
method. In the end, as Mr. Freeman, one of the Commissioners, stated, 
‘“When it comes to a question of the ultimate valuation of railroads, each 
member of the board has his own opinion.’’ The result has been that the 
valuation which is actually put upon the railroads is a sort of compromise, 
which differs very materially indeed from the expert valuation of Professors 
Cooley and Adams. ‘Their new method has also compelled the Board of 
Tax Commissioners to depart so completely from their original ideal of hav- 

10 Report of 1900, p. 64. 
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ing the grounds of valuation made a matter of public record, that no factor 
in “the valuation of the railroads is made public. An aggregate and final 
valuation is simply placed upon each railroad system by a method which, 
however conscientious on the part of the assessors, neither the railway nor 
the public is permitted to discover. Indeed, one cannot but sympathize 
with the perfectly frank admission of the board that were they to reveal the 
grounds of their valuation they would simply invite endless criticism and 
objection on the part of the railroads and other corporations which they 
are required by law to assess. 


But a method of assessment the difficulties of which bring about such 
results seems at once unsatisfactory and dangerous when applied to such ex- 
tensive properties as railroad corporations. 


The wide variations in valuation between the different methods of es- 
timating the Michigan railroads under the ad valorem system, are brought 
out in the table on pages 50, 51. It gives at once the separate and combined 
results of the valuations of Professors Cooley and Adams, whose methods were 
made public, the valuation as finally adopted by the Tax Commissioners, 
whose methods are not made public, and also the taxes levied on this valua- 
tion, and, by way of contrast, the taxes levied by the previous method. 

In Michigan, as in almost all other states of the Union, no income tax 
is levied upon private individuals, there being a very strong and ancient pre- 
judice against this form of taxation. In earlier times, under a less com- 
plex form of econorhic society, the income of the citizen, was fairly propor- 
tioned to the amount of tangible property or simple securities held by him. 
Hence the absence of an income tax resulted in no appreciable inequality in 
taxation. In more recent times, however, not only has the great develop- 
ment of corporations altered this situation, but the highly specialized forms 
of personal employment, agency, and business enterprise, have altered the 
basis of incomes to such an extent that great numbers of moderate, and not 
a few very large incomes are enjoyed by people who do not possess any cor- 
responding amount of taxable property. Under the existing system of tax- 
ation in Michigan, as well as in many other states, these incomes are prac- 
tically exempt from all state or municipal taxation. This is acknowledged 
by even the stoutest advocates of the ad valorem system as one of its chief 
weaknesses. 


In the case of certain corporations, however, there has been developed 
a tendency to make income a basis of taxation either directly or indirectly. 
Where the ad valorem system has been so strenuously advocated, as in Michi- 
gan, it has been necessary to invent a species of property which would ex- 
press capitalized income. Thus by a sort of legal fiction the much over- 
worked term ‘‘franchise’’ has been made to cover this class of wealth. But 
in its earlier stages the tax commissioners apprehended difficulties. ‘‘It is 
not entirely free from doubt that ‘‘franchises’’ and other intangible proper- 
ties, all of which are of great value to the owner and consequently legitimate- 
ly available for taxable purposes, are assessable, as such, under our present 
tax law. We recommend that this class of property should be made assess- 
able by special enactment, either as real or personal, and attendant to the 
property being assessed, or separate if desired or necessary, and that special 
provision also be made for the collection of all taxes assessed against this 
species of property; that Sec. 27, of the general laws, respecting the mean- 
ing of ‘‘cash value,’’ should be amended so as to provide that, among other 
things that may be considered by the assessor in making up the cash or ac- 
tual value of the property, he shall also consider the franchise, if any, at- 
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tendant upon or inherent in the property or its value, and all things else 
which in any way tend to add value to the property being considered.’’" 

In attempting to reduce everything to an ad valorem basis, the Commis- 
sioners acknowledge that they are practically shut up to one course by the 
demands of the public. ‘‘We are free to admit that these thoughts or con- 
clusions are shaded, if not largely influenced by the demands of the people. 
The people have committed, as it were, its officials to policies which cannot 
be ignored; neither must they be swerved from their purposes or thwarted, 
without trial at least, in these demands. Indeed, we believe they are so in- 
‘tensely aroused that they will not brook from any official, interference 
with the enactment of law tending to carry their desires to fruition. We are 
aware that many eminent political economists and those said to be well in- 
formed do not accede to all these views; but the people, as a whole, have 
spoken with such unanimity, or large majority, for the uniform ad valorem 
taxation of the properties in the State that legislation looking to these re- 
sults, it would seem, is imperative.’’?? 

Yet, notwithstanding the tendency to make physical property and _ its 
valuation the basis of assessment, one of the first commissioners, Mr. Robert 
Oakman, in a special report, and in discussion with the Ontario commission, 
recognized with Prof. Adams that after all it is earning power which lies 
at the basis of true market value and should be the ultimate basis of assess- 
ment. ‘The earning power of a property often determines the market or 
cash value of it, and in many cases is the only means which can safely bz 
relied upon. But the earning power embraces in its term many things, such 
as advantage and disadvantage of location, quality, quantity, market facil- 
ities, environment and many other conditions. None of these things, how- 
ever, can be assessed separately nor valued separately, but are simply conzid- 
ered as a means of fixing the true value of the property as an entiretv.”’ 
In speaking of the methods of valuation he says, ‘‘It (the board) know that 
many of these corporations, each one of whom, by the business it transacts, 
by combining into a single use all the separate pieces and articies of tangible 
property, by the contracts, franchises and privileges which it has aeyuired 
and possesses, has created a corporate property more or less vaiuuble accord- 
ing as it produces an income greater or less in amount.’’ Aud again, with 
special reference to railroads, he says, “In the markets of the world these pro- 
perties have a value which is measured mainly by the income which they 
will produce. The commercial world, when it desires to invest in the stocks 
and bonds issued by these corporations, informs itself:-about the earning ca- 
pacity of the properties on which they are based. All tig earch lights 
are directed upon their earning power. Why should not the State do like- 
wise ???#3 

Thus, though earning power had been expressly discarded, as 
a basis of taxation, and the ad valorem system adopted in_ its 
place, yet the more the Commissioners studied the subject in its 
practical operation, the more they were driven’ back to income 
as the leading factor in value. They would seem to have 
ended by a sort of compromise between the two methods of valuation, 
whch may account for the very high assessment which they have <ttached 
to some roads as compared with the valuation of the experts or the previcus 
system of taxation. Owing, however, to the policy adopted of refusing to 
make public the basis or composition of their values, it is ‘mpcs:ible to go 
behind their own statement that, having taken all things int) consideration 
such and such is the value which they place upon the property. The nearest 


"1 Report, 1900, p. 136. A Report of 1900, p. 139. 13 Report of 1900, pp. 146, 148. 
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approach that can be had to the method of assessment which at present pre- 
vails in Michigan, is expressed in such terms as these : ‘‘It may well be said 
that there is no more difficult class of property to value than that of a rail- 
10ad company, embracing as it does a wide variety ranging from lands even 
to mines and manufactories. A great many different me'hods have been 
advocated, and much has been written by the exponents of these ideas, each 
one presenting something worthy of consideration. It is noticeable, bow- 
ever, that the general trend of thought among all who have’ wr‘iten on this 
subject lies in the direction of some one plan or method which is sweepingly 
applied to the entire list of railroads of the State or group. In some in- 
stances the properties have been arranged in groups, according to earning 
power, market value of their securities or other distinctive feature. 

‘The definition of cash value in this State is so broad that it neces- 
sarily includes every element of value, and the conception of the valuation 
of railroad property that does not include its whole meaning musi be incom- 
plete. It is, therefore, the opinion of this board that no one plan may be 
. arbitrarily applied, but that each individual property should be subjected to 
an examination covering every possible phase of the question. A railroad 
property may be worth more or less than its physical value, but how mach 
more or how much less will be largely dependent upon the amount invested 
taken in connection with the earning power and other governing principles.’’™ 

In discussing the matter witht the Ontario Commission, Mr. Fr-eman, 
who was the chief spokesman of the board, said that in valuing a ra lrcad, 
‘“‘the object is to find out what the road will sell for, taking into cousidera- 
_. tion its earnings, location, stock and bonds, everything, in fact, that we can 
get to determine the value.’ In fact he reaches the conclusion that rail- 
roads are to be valued on the same principle as a horse. “These properties 
must be assessed at their cash value and cash value is duly defined for us 
by Statute. It is the usual selling price of property at the place where 
located, at a private and not at an auction, or forced sale, taking into con- 
sideration all the elements surrounding the property, like location, mineral 
deposits, water power and privileges, or anything else that goes to make it 
valuable, taking into consideration everything.’’ And again ‘‘What are 
the elements of railway value ? What doa buyer and seller look at ? Is 
it cost of reproduction, location, stock and bonds, and so forth? It is not 
any one thing, I say Professor Adams cannot obtain a valuation on pro- 
perty by any single element, such as earning power. That may be one of 
the best features to consider, but there are many others to consider as well. 
IT would find out a railway’s earning power and after I had obtained that I 
would apply what a reasonable man would say should be a proper percen- 
tage to capitalize. There you will find a large difference of opinion, how- 
ever, ranging all the way from four to ten per cent. ButI think Judge 
Groscup hit the nail on the head in the case that came before him in the 
courts, where he applied the rule at six per cent. and allowed for taxes, 
replacement, keeping up the maintenance of the road, but not for renewals. 
Now there is a stock and bond theory in which I have no faith, hevanse it 
is well known that this is nothing more than a manipulation of the stock ex- 
change, and we have had the paradox of the railways increasing in value a 
year or two ago, whereas the stocks went down, so this is no criterion to 
help us, although we will take it into consideration.’’ 


Further, Mr. Freeman would seem to have abandoned in practice Pro- 
fessor Cooley’ s method of ee properties in detail. In reply to the 
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suggestion that the right of way of two roads coming into a city might 
be of very different values owing to the sections of the city through 
which they pass, Mr. Freeman says, ‘‘Now you are attempting to Civide up 
_ the property as you would divide up the works of a watch. You cannot get 
at it in that way. You must assess the road in its entirety under the laws 
of our supreme court.’’ Referring to Professor Cooley’s statistics, the Sec- 
retary of the Board, Mr. Gullifer, said that they made just as much or as 
little use of his valuation as they pleased, and on this point Mr. Freeman 
took the same position. 


Other members of the board, Mr. Sayre and Mr. Dust, in addition to ° 
the elements mentioned by Mr. Freeman, would consider the future possibili- 
ties of the road, its opportunity for development, etc., but with this Mr. 
Freeman did not altogether agree. If these considerations were ziven much 
weight, the result would be to tax the railroads not merely for what they are 
worth at the present time, but for much of their future development ag well, 
though the future development would be taxed also when it becaime actual. 


Throughout the interview with the board it was made quite clear that 
its members had reached the practical attitude of refusing to pin their faith 
to any special method of valuation. All factors contributing to value were 
supposed to be taken into consideration. In this way they avuided entirely 
the responsibility of saying how their ultimate assessment was made up, even 
assuming it to be known to themselves. Obviously, however, such a system 
has the fatal defect of making it impossible either for the railrsads or the 
general public to distinguish between the most accurate and conscientious 
valuation, and mere ignorant guess-work or quite prejudiced and even dis- 
honest returns. Certainly one cannot imagine a more complete departure 
from the fundamental basis laid down by the tax commission for the ad- 
ministration of the new system. ‘‘Such valuations should be made periodi- 
cally by experts, men eminently capable, and 4ll data together with inven- 
tories, should become matters of public record, open to inspection. Any 
private office valuation would lead to grave charges.”’ 


INDIANA. 


The ad valorem method of taxation, as operated in Indiana, affords one 
of the best examples of.a careful, reasonable and practical operation of the 
system, to be found in the United States. In Michigan and Wisconsin, as 
we have seen, a conscientious effort is evidently being made to carry out the 
~ wishes of the people in their determination to have the property of corpora- 
tions taxed on the same basis as ordinary private property. .The ad valorem, 
or general property system of taxation, by which this is to be accomplished, 
has just been introduced in those states and indicates as yet a certain lack of 
flexibility characteristic of newly adopted institutions. What may be the 
normal outcome in these states it is as yet impossible to determine, but in 
Indiana, whose system has been the model for Michigan, and, through it, 
for Wisconsin, ad valorem taxation has been in operation. sufficiently long to 
have attained considerable flexibility in operation, and, in its present form, 
not too long to have got into those official ruts, which an extensive and ela- 
borate organization is apt to wear for itself, and from which, in proportion 
- to its weight and complexity, it is so difficult to escape. 

As the system of taxation for railways, as well as for other transporta- 
tion corporations, including telegraph and telephone companies, is practical- 
ly the same as that for all other forms of property, except as to the author- 
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ity making the original assessment, it will be necessary to give in outline the 
general system of the State. 

As usual in case of general property taxation, practically all property, 
real and personal, is held to be subject to assessment. There is not, how- 
ever, any income tax. As regards the organization of the system, there is, 
first, a body of local or township assessors, who assess all ordinary property, 
real and personal, within their respective areas, giving a classified list of 
the property so assessed with the values attached. These lists are then pass- 
ed in review by county boards, who seek to equalize the township assess- 
. ments in order to secure a full, fair and uniform valuation throughout each 
county. 

In addition, these county ore have original jurisdiction in assessing 
all ordinary economic corporations, except railways and other transporta- 
tion companies. The township boards, however, have already assessed the 
real and personal property of these corporations, as found within their limits. 
The county board estimates the value of each corporation as a whole, and if 
that does not exceed the valuation of its real and personal property, as found 
by the township assessors, no change is made. If, however, the valuation 
of the corporation as a whole exceeds that of its Poul and personal property, 
the difference represents one phase of what is called franchise value, or in- 
tangible value, and this is added to the value of the tangible property as al- 
ready assessed. 

Lastly, the State Board of Tax Commissioners passes in review the as- 
sessments of the county boards and hears appeals from their assessments. In 
addition, it is a board of original jurisdiction for the assessment of railways, 
steam and electric, and all other transportation companies, such as sleeping 
car, private freight car and express companies, as also telegraph, telephone, 
and pipe line companies, at least where the latter pass beyond a_ single 
county. These valuations are then distributed to the various counties and 
townships throughout the State. Each one of these local bodies having deter- 
mined what taxes must be raised for the year, levies its own particular rate 
upon the property assigned to it, together with the property already assessed 
within it. Thus there are three rates, township, county and State, levied 
upon all property. The special function of the State Board is, eheectore: to 
fix and adjust values throughout the State, not to collect and distribute taxes. 

As regards railway assessment and taxation, the chief features of the 
existing law are as follows : — 

“Immediately upon the taking effect of this Act, the Governor shall 
appoint two skilled and competent persons, not more than one of whom 
shall be of the same political party, who, together with the Secretary 
of State, Auditor of State, and Governor, the last three of whom shall 
ex-officio be members, and the Governor ;chairman thereof, shall con- 
stitute and be a board to be denominated the State Board of Tax. Commission- 
ers, who shall perform the duties and have the powers hereinafter specified. 

“Tt shall be the duty of the State Board of Tax Commissioners : 

“First: To prescribe all forms of books and blanks used in the assess- 
ment and collection of taxes, and to change such forms when prescribed by 
law, in case any such change shall be necessary. 

‘Second: To construe the tax and revenue laws of the State and in- 
struct them in relation to their duties with reference to tax::tion and assess- 
ments, whenever requested so to do by any officer acting under any such 
laws, or by any other person interested therein. 

“Third: To see that all assessments of property in this State are made 
according to law. 
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“Fourth: Especially to see that all the railroads and other corporations 
of the State are assessed and taxed as provided by law. 

“Fifth: To see that all taxes due the State are collected. 

‘Bighth: To examine all books, papers and accounts, and to interro- 
gate under oath, or otherwise, all persons necessary to enable the board to 
acquire and obtain all information that could in any manner aid in securing 
the compliance with the tax and revenue laws of the State by all persons or 
corporations liable to taxation, or to pay any license fee under any law in 
- force in this State. 

“Eleventh: To make diligent investigation and inquiry concerning 
the revenue laws and systems of other States and countries, so far as the same 
are made known by published reports, or statistics, or can be ascertained by 
correspondence with officers thereof, and with the aid of information thus 
obtained, together with experience and observation of our own laws, to re- 
commend to the General Assembly at each session thereof, such amendments, 
changes or modifications of our revenue laws as seem proper or necessary to 
remedy injustice or irregularity in taxation, or to facilitate the assessment 
and collection of public revenues. 

“Twelfth: To see that each county in the State be visited by at least 
one member of the board, as often as once each year, to the end that com- 
plaints concerning the law may be heard, and that information concerning 
its workings may be collected. That all revenue officers comply with the 
law, and all violations thereof, be punished, and that all proper ane Bestons 
as to amendments and changes may be made. 

“That said Board of State Tax Commissioners shall annually convene in 
the office of the Auditor of State on the second Monday of July of each year 
for the purpose of assessing railroad property—denominated ‘railroad track’ 
and improvements thereon, and ‘rolling stock,’ and all property belonging to 
telegraph, telephone, palace car, sleeping car, drawingroom car, dining car, 
express and fast freight jcint stock association companies, co-partnershins and 
corporations, transacting business in the State of Indiana, and shall devote 
such time as shall be necessary to make such assessments, not exceeding, how- 
ever, twenty days. They shall re-convene on the first Monday succeeding 
said first session for the purpose of hearing appeals and applications for re- 
vision of assessments which, by law, they are required or permitted to make. 
and for the purpose of equalizing the assessment of real estate whenever real 
estate is to be assessed or equalized as provided by law. They shall re-con- 
vene on the first Tuesday succeeding the expiration of the fifteen or twenty 
days limitation of their session, for hearing appeals and applications for re- 
visions, for the purpose of hearing complaints or applications for change 
in the assessment made, by the owners of railroad property, and all other 
persons, partnerships, associations, companies, or corporations whose assess- 
ments have been fixed at the first session in this section provided for, but 
such session shall not exceed ten days. The said State Board of Tax Com- 
massioners is hereby given all the powers given to county boards of review. 
They shall not be bound by any reports or estimates of railroad, real estate 
or other property as returned to the county auditors, or to the Auditor of 
_ State, or certified to the Auditor of State in connection with appeals or ap- 
plications for revision, review or assessment, but shall appraise and assess all 
property coming before them for assessment, directly or indirectly, at its 
true cash value according to their best knowledge and judgment. They shall 
have power to send for persons, bocks and papers, to examine records, hear 
and question witnesses. 

‘Every person, company, or corporation owning, managing, operating 
or constructing a railroad in this State, shall cause all taxable property, not 
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including property specifically taxed, to be listed, with reference to its 
Sate kind and value, on the first day of March of the year in which it is 
isted. 

““Between the first day of March and the 15th day of May, of the year 
1891, and at the same time in each year thereafter when required by the 
county auditor, any person, company or corporation, so owning, managing, 
operating or constructing a railroad shall make and file with the County 
Auditor of the respective counties in which the railroad may be located, a 
statement or schedule, verified by the oath of such person, or the President 
and Secretary of such corporation, showing the property held for right of 
way, and the length of the main and all side and second tracks and turn outs, 
in such county, and in each city or town in the county through, or into which 
the road may run, describing each tract of land, other than a city or town 
lot, through which the road may run in accordance with the United States, 
or other surveys, giving the width and length of the strip of land held in 
each tract and the number of acres thereof. They shall also state the value 
of improvements and stations located on the right of way. New companies 
shall make such statement in March next after the location of their roads. 
When such statements shall have been once made, it shall not be necessary 
to report the description as herein before required, unless directed so to do by 
the County Auditor; but the company shall, during the month of March, an- 
nually, report the value of such property, by the description set forth in the 
next section of this Act, and note all additions or changes in such right of 


’ way as shall have occurred. 


“Such right of way, including the superstructures, main, side or second 
track and turn-outs, turn-table, telegraph poles, wires, instruments and other 
appliances, and the stations and improvements of the railroad company on 
such right of way (excepting machinery, stationary engines and other fix- 
tures, which shall be considered persona! property) shall be held to be real 
estate for the purpose of taxation and denominated “railroad track’’, and shall 
be so listed and valued, and shall be described in the assessment thereof as 
a strip of land extending on each side of suck railroad track and embracing 
the same, together with all the stations and improvements thereon, com- 
mencing at a point where such railroad track crosses a boundary line in en- 
tering the county, township, city or town, tending to the point where such 
track crosses the boundary line leaving such county, township, city or town, 
to the point of termination in the same, as the case may be, containing 
acres more or less (inserting name of county, township or town or boundary 
line of same and number of acres in length of feet). 

‘‘The value of ‘railroad track’ shall be listed and taxed in the several 
counties, townships, cities, or towns in the proportion that the length of the 
main track in such county, township, city or town bears to the whole length 
of the road in this State, except the value of the side or second track, and 
all the turn-outs and all station houses, depots, machine shops or other build- 
ings belonging to the road, which shall be taxed in the county, township, 
city or town in which the same are located. 

The movable property belonging to a railroad company shall be held 
to be personal property, and denominated for the purpose of taxation ‘rolling 
stock.’ Such rolling stock shall be listed and taxed in the several counties, 
townships, cities and towns in the proportion that the main track used or 
operated in such, county, township, city or town bears to the length of the 
main track used or operated by such person, company or corporation, whether 
owned, operated or leased by him or them, in whole or in part. 

‘All personal property of any railroad, except that specifically taxed 
and including the tools and material for repairs, machinery, fixtures and 
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stationary engines, shall be listed and assessed in the county, township, city 
or town, wherever the same may be, on the first day of March of each year. 


““All real estate of any railroad company other than that denominated 
‘railroad track,’ with all the improvements thereon, shall be listed as lands 
and lots, as the case may be, in the county, township, town or city where the 
same are located. In describing such real estate wherever a railroad com- 
pany shall have made or makes and records a plat of any contiguous lots o1 
parcels of land belonging to it, the same may be described as designated on 
such plat. 

‘“Between the first day of March and the 15th day of May of each year, 
every person, company or corporation, owning, constructing or operating a 
railroad in this State, shall return to the County Auditor a list or schedule 
verified by the oath of such person so owning, constructing or operating if 
an individual, or if a company or corporation, by the oath of the Superinten- 
dent or Secretary of such company or corporation, which shall state the mile- 
age of railroad track, giving the length of the main and side or second track 
and turn-outs, and showing the proportion of such mileage located in each 
municipal sub-division of said county, together with the total in the county. 
Said list or schedule shall also contain a full and correct inventory of all 
the other personal property of such railroad company in said county not speci- 
fically taxed, including the tools and machinery for repairs, the machinery, 
fixtures and stationary engines, and such property shall be classified and 
separated into the particular, county, township, cities and towns wherein the 
same may be on the first day of March, with the true cash value thereof, on 
the first day of March of the current year. Such list shall also contain an 
inventory of all the real estate other than that denominated ‘railroad track’, 
owned by said railroad company, on the first day of March of the current 
year. Such property shall also be listed with reference to the amount, kind 
and value, on the first day of March of the year in which it was listed. 


“The County Auditor, as soon as he receives such list shall return to the 
proper assessor a copy of so much of said list as relates to assessable property 
therein contained, and such property shall be listed and assessed by such as- 
sessor. Such property shall be treated in all respects, in regard to assess- 
ment and equalization, the same as other similar property belonging to in- 
dividuals, except that it shall be treated as property belonging to railroads, 
under the terms ‘land,’ ‘lots’ and ‘personal property.’ 


“At the same time that the lists or schedules as hereinbefore required 
to be returned to the County Auditor the person, company or corporation run- 
ning, operating or constructing any railroad in this State shall under the 
- oath of such person, or the Secretary or Superintendent of such Company or 
Corporation, return to the Auditor of State sworn statements or schedules as 
follows: 

First: Of the property denominated ‘railroad track’, giving the length 
of the main and side, of the second tracks and turn-outs, and showing the 
proportions in each county and township, and the total in the State. 

Second: - The rolling stock, whether owned or hired, giving the length 
a the main track in each county, and the entire length of the road in this 
State. 
Third: Showing the number of ties in track per mile, the weight of 
iron or steel per yard used in the main and side tracks, what joints or chairs 
are used in track, the ballasting of road, whether gravelled, stone or dirt, the 
number and quality of buildings or other structures on railroad tracks, the 
length of time iron or steel in track has been used, and the length of time the 
road has been built. 
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Fourth: A statement or schedule showing: 

“Ist. The amount of capital stock authorized and the number of shares 
into which such capital stock is divided. 

“2nd. The amount of capital stock paid up. 

ord. The market value, or if no market value, then the actual value of 
the shares of stock. 

“4th. The total amounts of all indebtedness except for current ex- 
penses for operating the roads. 

“oth. The total listed valuation of all intangible property in this State. 
Such schedule shall be made in conformity to such instructions and forms as 
may be prescribed by the Auditor of State. 

“The Auditor of State shall annually on the meeting of the State Board 
of Tax Commissioners lay before said board the statements and schedules 
herein required to be returned to him, and said board shall assess such pro- 
perty in the manner hereinafter provided. 

‘For the purpose of properly equalizing the valuations of real and per- 
sonal preperty, and railroad property within the State, it shall be the duty 
of the County Auditors on or before the 20th day of July of each year, upon 
the receipt of the assessment books, to make out and transmit to the Auditor 
of State an abstract of the assessment of property, showing the number, value 
and average value of each class or kind of enumerated property as shown by 
the assessment, the value of each item of unenumerated property, the total 
value of personal property, the value of such lands with improve- 
ments; \and)», jin .. like; order; all €ity/. or stow’ Gs mslopse ane 
out-lots, showing the value of such lots with improvements, the 
length of the main track, or tracks, the length of the side-track, or tracks, 
the number or description, the value and average values of each separate item 
of railroad property.../........ the value to be given in said abstract shall be 
the assessed valuation, except in the case of railroad property, denominated 
railroad track and rolling stock, the value of which shall be given as return- 
ed by the railroad company to the County Auditors. 

“The State Board shall also assess the railroad property, denominated in 
this Act as ‘railroad track’ and ‘rolling stock,’ at its true cash value, and 
said board is hereby given the power and authority, by committee or other- 
wise, to examine persons or papers. The amounts so determined and assess- 
ed shall be certified by the Auditor of State to the county auditors of the 
proper counties. The County Auditor shall, in like manner, distribute the 
value so certified to him by the Auditor of State to the several townships, 
cities and towns in his county, entitled to a proportionate value of such rail- 
road track and rolling stock; and said auditor shall compute and extend taxes 
against such value the same as against other property in such townships, 
cities and towns. 

“When said board shall have separately considered the several classes 
of property as hereinbefore required, the result shall be combined into one 
table and the same shall be examined, compared and perfected in such man- 
ner as said board shall deem best to accomplish a just equalization of assess- 
ment throughout the State, preserving, however, the principle of separate 

rates for each class of property. 4735 

Electric cars are treated in the same manner as steam railroads. 

Before 1893 sleeping car and similar companies were taxed on their 
gross receipts, those incorporated within the State at the rate of 10 per cent. 
on their gross receipts arising from business originating and terminating 
within the State. In the case of companies “incorporated under the laws of 


15 Indiana Laws Concerning Taxation, 1904. 
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any other State,’”’ they were taxed 2 per cent..on the gross receipts, determin- 
ed by the proportion which “the distance travelled in the State bears to the 
whole distance paid for.’’ Under the law as it now stands, however, tele- 
graph, telephone, sleeping car, express and other transportation corporations 
are brought under the ad valorem system. The State Board of Tax Com- 
missioners, from special returns required to be furnished by these companies 
make a valuation of the stocks and mortgage bonds of each company. This 
gives the true cash value of the whole property of each corporation. From. 
this is deducted the value of the real estate assessed for taxation outside of 
the State of Indiana. ‘‘Said State Board of Tax Commissioners shall next 
ascertain and assess the true cash value of the property of such associations, 
within the State of Indiana, by taking the proportion of the whole aggre- 
gate of said associations, etc., as above ascertained, after deducting the as- 
sessed value of such real estate without the State, which the length of lines 
of said associations, etc., in the case of telegraph and telephone companies, 
within the State bears to the total length of lines thereof, and in the case of 
palace, and drawingroom, sleeping, dining, chair car, oil car, refrigerator 
car companies, and companies owning cars for the transmission of fast 
freight, horses, cattle, hogs, sheep, or any other freight of any description, 
the proportion shall be the proportion of such aggregate value, after such 
deduction, whch the leneth of line within the State over which said cars are 
run bears to the length of the whole lines over which said cars are run, and 
in the case of express companies the proportion shall be in the proportion of 
the whole aggregate value after such deductions, which the length of lines 
within the State of Indiana kears to the whole length of the lines or routss 
of such associations, etc., and such amount so ascertained shall be deemed 
and held as the entire value of tiie property of said associations, etc., within 
the State of Indiana. 

“Said State Board of Tax Commissioners shall thereupon ascerta‘n ‘he 
value per mile of the property within the State by dividing the total value, 
as above ascertained, after deducting the specific properties locally assessed 
within the State, by the number of miles within the State, and the result 
shall be deemed and held as the value per mile, of the property of such asso- 
ciation, etc., within the State of Indiana.’’'® 


The value is then distributed to the various counties of the State by 
multiplying the mileage of each corporation within the county by the value 
per mile found for the State. This, in turn, is distributed by the county 
auditors. in like manner, among the several townships. 


It will be recognized that the system is a very complex one, and that, 
as with all forms of the general property tax when applied at once to town- 
- ship, county and state purposes, its fair operation depends upon an elaborate 
and perfectly adjusted organization extending throughout the state and 
mu: icipal divisions. 


_ he Indiana Board considered that the State of Michigan had made a 
mistake in eliminating the county assessors and board of equalization, and 
having only local or primary assessors and a central state board. By having 
county boards to assist the township assessors and to check their results with 
accurate local knowledge, the Indiana system, it was claimed, relieved the 
. strain on the State Board and secured more accurate results. 
In Indiana the two specially appointed members of the State Board of 
Tax Commissioners devote their whole time and attention to the working of 
the svstem throughout the State. This implies also that the county and 
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township assessors, including the city and town assessors, are required to de- 
vote a great deal of time and study to their respective duties. 

As required by law, the State Board of Tax Commissioners meets three 
times a year. During the first term of twenty days the board exercises its 
original jurisdiction in valuing the property of the railways and other 
transportation corporations, and distributing the values to the different 
counties, to be distributed again to their several townships, according to the 
returns, which, in accordance with the law, have already been furnished to 
each municipality by the railways, etc., passing through it. During the 
second period of fifteen days, the board sits as a court of appeal from the 
action of the county boards., And during the third term of ten days, the 
board once more sits to hear appeals from its valuation of railroads, etc., as 
made during the first term. 

As the two special tax commisioners of the board, Messrs. Martin and 
Wingate, devoted their whole time to the work of valuation, assessment and 
equalization, they were naturally more familiar than the other members of 
the board with the detailed working of the system. It was from these gen- 
tlemen that the Ontario Commission obtained much interesting information 
upon the practical operation of the Indiana system. 

In valuing the property of railways in particular, the Board of Tax 
Commissioners held itself free to take into consideration everything that 
might affect the value of the property. Their object, as Mr. Wingate said, 
was to ‘‘take into consideration the same elements as 1f we were going to 
' buy the property.’’ But as railways can hardly be said to have a market 
value, the Commissioners explained that, in valuing railway property, they 
considered the earning power of the road, its physical condition, cost of con- 
struction in all its details, the capital, as represented by the stocks and 
bonds, the location of the line, i.e. whether the districts through which it 
passed were densely or sparsely peopled, what cities or towns it passed 
through; and in fact all possible features which might affect the value of the 
railroad as a going concern. They did not, however, as in Michigan or Wis- 
consin, employ any experts in the way of engineers or others te get at the 
valuation of the physical property apart from the other elements of value. 
They simply used their own judgment on the basis of the returns furnished - 
by the railways, and what other information, general or local, they were 
able to obtain as to the relative values of the roads operating in the State. 


In reply to the question as to how they made up their valuation and 
what importance they attached, for instance, to stocks and bonds as a basis 
of valuation, Mr. Martin said, ‘‘I cannot say just how much importance we 
attach to stocks and bonds, but it is certainly one of the elements we consider. 
The greatest factor to be considered is the earning capacity.’’ Thus though 
the railway companies are required to make prescribed returns as to the 
valuation of their roads, the assessors are not required to take the state- 
ments for more than they consider them to be worth. The assessors are not 
required to say, on the other hand, how far they accept them, or in what 
particulars they depart from them. As Mr. Wingate said, in valuing rail- 
ways “‘we do not depend on any one source of information. We depend 
upon anything we can get.”’ ; 

That earning power is the most important factor in valuation is shown 
from the statement of the board that when a railway is not earning divi- ° 
dends on its cost of construction it is assessed below the cost of construction. 
If. on the other hand it is earning good dividends it will be 
assessed at more than the cost of construction. When again, the earning 
power is nil, the road is valued merely at what it would sell for as junk; it 
is no longer valued as a railway system. Thus, in answer to the question on 
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through which each road passes. _ 


which of the factors they placed most importance, Mr. Wingate said “If it is 
a railroad that we consider above par, we place most importance on its earn- 
ing capacity; if below par, we place most importance on its physical condi- 
ions” 

Mr. Hadley, of the Attorney-General’s Department, explained that it 
was impossible for the assessors to recognize earning power as income, there 
being no income tax, but only as attaching to the physical property, which 
alone was assessable. He quoted Chief Justice Brewer of the United States 
Supreme Court, in the case in which the Indiana law was tested, who had 
said that ‘‘What property is worth for income and sale, it is worth for tax- 
ation.’’ “In this decision,’’ said Mr. Hadley, ‘‘our taxation is defined by 
the Supreme Court as an assessment of the tangible property that is within 
our State, affixing to the ties and rails that run through the different coun- 
ties their proportionate share as parts of a great system. ‘That is to say, the 
rails and ties that lie on the ground are worth so much, but as part of a great 
railway system they are worth thousands of dollars more. ‘Then the assess- 
ment is laid on the ties and rails within the State, but to that is affixed their 
value as part of a great system.’’!” 

Again, in reply to the question as to how two roads would be. assessed 
doing an equal business and having an equal income, but the one having 
cost twice as much to build as the other, Mr. Wingate said ‘‘If the earnings 
are just the same and each road is of the same value after it is built, it is not 
a question with us what it cost to build.’’ This means, when reduced to its 
simplest terms that the chief factor in the valuation of Indiana railways is 
the capitalization of income. But, owing to the wording of the law and 
the prejudice against anything that savours of an income tax, itis officially 
spoken of as an ad. valorem or general property valuation. And indeed, as 
in other states with-a similar system, the assessment of a railway corporation 
on its property within the State simply represents the judgment of the tax 
commissioners as to what the property is worth and affords no ground for 
any accurate discussion as to the basis of valuation. In other words, every- 
thing depends upon the composition of the State Board of Tax Commis- 
sloners. 

The following table gives the assessment of the properties of represent- 
ative railway companies within the State of Indiana. Of these the following 
operate in Ontario: 


The Grand Trunk Western, 
The Michigan Central, 
The Wabash. 


It will be noted that the whole valuation is attached to the physical property, 
there being no mention of earnings,- franchise, or intangible values. On 
observing, however, the assessment per mile of the various roads, the’ re- 
markable variation in values, plainly indicates that the relative cost of con- 
struction is not a very important factor in the valuation. Obviously, as in- 
dicated by the Tax Commissioners, the valuation represents a distribution 
per mile of the capitalized value of the earnings of the various roads. Al- 
though this may result in the end, as seems to be generally admitted, in a 
fairly equal adjustment of taxation, yet it is obvious that a strict applica- 
tion of the ad valorem system as applied to ordinary private property would 
give a very different result. 

It may be noted also that the following table does not give any statistics 
as to the taxes paid by the railroad companies. As a matter of fact the taxes 
vary with the different rates of the townships, counties, towns and cities 
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ILLINOIS. 


The general system of taxation in the State of Illinois has long been 
that of the ad valorem or general property tax. But in Illinois, as in several 
of the Western States, the operation of the system had become notoriously 
imperfect. In 1885, in accordance with a general resolution of the State 
Legislature a committee was appointed, “to amend and revise the revenue 
laws of the State of Illinois, and to propose and frame a revenue code, which 
shall be just to all classes of property and in keeping with our complicated 
system of business and individual and corporate avocations.’’ This com- 
mittee found the existing system of taxation to be subject to the following 
serious defects: 

‘‘First.—The gross inequality in the assessments of different ‘pieces of 
property of the same kind, owned by different individuals in the same com- 
munity, and of different kinds of property, regardless of ownership; as for 
instance, real estate and personalty—a large proportion of the personalty 
escaping all taxes. : 

‘‘Second.—The arbitrary and unjust operation upon individual assess- 
ments of the system of equalization between counties by the State Board. 

‘‘Third.—The low rate of assessments. 

‘‘Fourth.—The high rate of taxation permitted by law. 

“‘Fifth.—The inadequacy of existing methods to discover and estimate 
valuable interests which have grown out of the inventions and refinements 
of modern commerce. 

“‘Sixth.—The want of a central and efficient supervision of the adminis- 
tration of the revenue laws throughout the State.’’8 

These evils are illustrated by glaring cases of inequality and inefficiency 
in both the system and its operation. Systematic undervaluation was one 
of the chief evils in this, as in other states, and will account for the peculiar 
basis of assessment which even now prevails in several western States in- 
cluding Illinois. The property is taxed on a certain fractional percentage, 
say one-third, one-fourth or one-fifth, as the case may be, of its true value. 
In Illinois the percentage is one-fifth. 

In dealing with corporations the system was similar to that already de- 
scribed in the case of Indiana, where the township assessors valued the real 
estate and the county boards the franchise or intangible values. On such a 
system the Illinois commission comments as follows: ‘“There are vast ag- 
gregations of capital employed in business enterprises of such nature that 
their value is hard to measure by the methods applicable to other kinds of 
property. Several hundred million dollars are invested in railroads in this 
State, represented by incorporated companies. Such corporate property can- 
not be estimated in like manner as the acres of a farm, a herd of cattle, or a 
stock of goods. Much of its value is intangible, consisting in the exercise 
of special franchises. Our present system endeavours to separate the tan- 
gible property of the corporation from the intangible, and commits the as- 
sessment of one in part to the local assessor, the remainder of that part and 
the whole of the other to the State Board of Equalization, and compels the 
State Board to consider them dissevered. 

““The separation cannot be rationally made. The two elements of value 
belong together. If torn apart the township assessor deals with a dead body, 
and the State Board with a departed spirit. Considering the difficulties of 
the situation, they are both to be congratulated upon the success of their ef- 
forts, a railroad company should be treated for taxation as a whole, as far at 


'* Keport of the Revenue Commission, Springfield, Il]., 1902, p. 11. 
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least as the State limits will permit; and it should be estimated in some 
method consistent with its nature and the extent and complexity of its af- 
fairs. So with telegraph, telephone, express and insurance companies, all 
of which are peculiar and not well gauged by the existing methods of valu- 
ation.’’'9 

Illinois had not, however, what alone has enabled the Indiana system 
to operate with fair efficiency, namely a systematic organization, under a 
central state board, of the whole assessment and taxation machinery of the 
State. The necessity for this the Illinois Commission recognizes in the follow- 
ing terms: ‘‘We desire to call your attention to the want of some competent 
body, having a general oversight of the whole business of the assessment and 
collection of the revenue throughout the State.’? They then proceeded to out- 
nae a, state system on much the same plan as that now in operation in In- 

lana. 

With reference to railroads, they recommended what was then considered 
a somewhat advanced position, and which turned out to be too advanced to 
be accepted by the representatives of the people. 

‘“‘Our next measure is a radical one, the divorcement of the State Re- 
venue from the local taxation. We saw no other way to avoid the evils of 
the system of equalization, and thought nothing else would do so much to 
correct the tendency to low assessments. ‘To effect that purpose it was neces- 
sary to provide a sufficient State revenue from other sources than the exten- 
sion of taxes upon all the assessed property within the State. 

We therefore propose that the tax on railroads, telegraph, express 
and insurance companies be paid directly into the State Treasury, 
and applied only to State purposes, unless there should be a surplus; in which 
case, provision is made for the distribution thereof among the counties. And 
if there should be a deficiency it is provided that contribution may be re- 
quired of the counties rateably, and extended by them on their own assess- 
ments. The interests so selected are not local in their character, but ex- 
tend throughout the State, are interwoven with the traffic of the entire com- 
monwealth, and may justly be appropriated to State use. 

‘“‘Thus the needs of the State will be supplied. No State tax will be 
extended, except in case of emergency. Whether the assessment of a county 
is high or low, will be of no importance to citizens of other counties. The 
as of equalization will be obviated, and the Board of Equalization abol- 
ished. 

‘‘And with the removal of the selfish rivalry between counties to bear 
as small a portion of the burden of state taxes as possible, the tendency to 
low assessments will, in our opinion, be greatly diminished. 

‘“We come now, by natural connection, to the consideration of the mode 
of taxing railroads, and the other classes of business and property made to 
contribute directly to the State Treasury. 

‘‘As to railroads, we desired to frame a provision for taxing this species 
of property, which should be upon the face of it manifestly fair and just, both 
to its owners and to the holders of other property—a rule of taxation bearing 
a’ fixed, definite and equitable relation to the rates levied on other property. 

“Mo railroad property, the ordinary rules of valuation have little appli- 
cation. The true criterion of their value and the best basis for their taxation 
are found in their receipts. 

~ Tn Michigan, Minnesota, Wisconsin, Pennsylvania, and other states 
where railroads are taxed upon their receipts, and in this State in the case 
of the Illinois Central Railroad, the measure of taxation is the gross re- 


» 38 Report of Revenue Commission, p. v. vi. 
5 R.T.C. 
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ceipts. Gross receipts are taken in preference to net receipts for greater 
certainty, and because it is found from the reports of the railroad companies 
that relative proportions of net to gross receipts vary in different roads, and 
in different years, within narrow limits. 

‘“‘After a careful study of railroad statistics, especially those appertain- 
ing to our own State, as given in the Reports of the Railroad and Warehouse 
Commissioners, and much attention and thought given to the subject, of the 
average proportion between the net and gross receipts, the expenditures and 
the capitalized value of railroads, we deduced this conclusion: That a rate 
of taxation equal to the average rate throughout the State imposed upon five 
times the amount of the gross receipts of an Illinois road, or upon the I[I- 
linois portion of the gross receipts of an interstate road, would be just and 
more flexible than an arbitrary percentage, provided, however, that such 
rate of taxation should not exceed five percentum of such gross receipts. We 
have proposed that method. It is simple; bears lighter than the present 
mode on the weak roads, and heavier on the prosperous ones, and takes the 
assessment of that great property out of the range of caprice or corruption. 

‘‘The rule adopted for estimating the share belonging to Illinois of busi- 
ness on railroads running into other states, by dividing the whole business 
of such a road by the total number of miles of its track, cannot be said to be 
a perfect rule, but it has the merit of certainty in its application, and while a 
few roads will gain some advantage under this rule, no variation from strict 
justice will seem to result.’’?°, 

The committee reported with a comprehensive bill, embodying the above 
with many other features for the improvement of the public revenue. This 
bill, however, seems to have been considered too radical to be passed, and 
no changes were effected for another five years. Then, by means of several 
amendments in 1891, 1893, 1895 and 1898, a few of the changes recommend- 
ed by the Commission, and a number of other features were adopted. 

The system of railroad taxation, however, has made but little advance on 
the old general property tax, as will be seen from the sections of the law here 
quoted. The Illinois law in many of its essential features is identical, not 
only in principle but in language, with the corresponding sections of the 
Indiana law. The system, however, does not appear to be so efficiently or- 
ee as in Indiana. The central features of the Illinois law are as fol- 

Ows: 

Manner of Listing and Valuing the Property of Railroads. 

‘“Schedules—Ist May. Every person, company or corporation owning, 
operating or constructing a railroad in this State shall return sworn lists or 
schedules of the taxable property of such railroad, as hereinafter provided. 
Such property shall be listed and assessed with reference to the amount, kind. 
and value, on the first day of May of the year in which it is listed 

“The Time of Filing Schedule—Form of Same. They shall, in the 
month of May of the year eighteen hundred and seventy-three and at the 
same time in each year thereafter, when required, make out and file with 
the county clerks of the respective counties in which the railroad may be 
located, a statement or schedule showing the property held for right of way, 
and the length of the main and all side and second tracks and turnouts in 
such county, and in each city, town and village in the county, through or 
into which the road may run, and describing each tract of land, other than 
a city, town or village lot, through which the road may run, in accordance 
with the United States surveys, giving the width and length of the strip of 
land held in each tract, and the number of acres thereof. They shall also 


20 Report of Commission, pp. vili-xi. 
5a RB.T.C. 


1904 ON TAXATION. OF RAILWAYS. O7 


rs 


state the value of improvements and stations located on the right of way. 
New companies shall make such statement in May next after the location 
of their roads. When such statement shall have been once made, it shall 
not be necessary to report the description as hereinbefore required, unless 
directed so to do by the county board, but the company shall, during the 
month of May, annually report the value of such property by the description 
set forth in the next section of this Act, and note all additions or changes 
in such right of way, as shall have occurred. 

“Railroad Track—Description of. Such right of way, including the sup- 
erstructure of main, side or second track and turnouts, and the stations and 
improvements of the railroad company on such right of way, shall be held 
to be real estate for the purposes of taxation, and denominated ‘‘railroad 
track,’ and shall be so listed and valued; and shall be described in the as- 
sessment thereof as a strip of land extending on each side of such railroad 
track, and embracing same, together with all the stations and improvements 
thereon, commencing at a point where such railroad track crosses the boun- 
dary line in entering the county, city, town or village, and extending to a 
point where such track crosses the boundary line leaving such county, city, 
town or village, or to the point of termination in the same, as the case may 
be, containing......... acres, more or less (inserting name of county, township, 
city,town or village, boundary line of same, and number of acres, and length 
in feet,) and when advertised or sold for taxes, no other description shall be 
necessary. 

“How ‘Railroad Track’ Listed and Assessed. The value of the ‘rail- 
road track’ shall be listed and taxed in the several counties, towns, villages, 
districts and cities, in the proportion that the length of the main track in 
such countv, town. village, district or city bears to the whole length of the 
road in this State, except the value of the side or second track, and all turn- 
outs, and all station houses, depots, machine shops or other buildings be- 
longing to the road, which shall be taxed in the county, town, village, dis- 
trict or city, in which the same is located. 

“* “Rolling Stock’—Schedule. The movable property belonging to a 
railroad company shall be held to be personal property and denominated, for 
the purpose of taxation, ‘rolling stock.’ Every person, company or corpor- 
ation owning, constructing or operating a railroad in this State, shall, in 
the month of May, annually, return a list or schedule, which shall contain 
a correct detailed inventory of all the rolling stock belonging to such com- 
pany, and which shall distinctly set forth the number of locomotives of all 
classes, passenger cars of all classes, sleeping and dining cars, express cars, 
baggage cars, house cars, cattle cars, coal cars, platform cars, wrecking cars, 
pay cars, hand cars, and all other kinds of cars. 

‘How ‘Rolling Stock’ Listed and Taxed. The rolling stock shall be 
listed and taxed in the several counties, towns, villages, districts and cities, 
in the proportion that the length of the main track, used or operated in such 
county, town, village, district or city bears to the whole length of the road 
used or operated by such person, company or corporation, whether owned or 
Yeased by him or them in whole or part. Said list or schedule shall set forth 
the number of miles of main track on which said rolling stock is used in the 
State of Illinois, and the number of miles of main track on which said roll- 
ing stock is used elsewhere. 

‘‘Personal and Real Estate other than ‘Rolling Stock’ and ‘Railroad 
Track’—Where Listed. The tools and materials for repairs, and other per- 
sonal property of any railroad, except ‘rolling stock’ shall be listed and as- 
sessed in the county, town, village, district or citv, wherever the same may 
to be the first day of May. All real estate, including the stations and other 
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buildings and structures thereon, other than that denominated ‘railroad 
track,’ belonging to any railroad, shall be listed as lands or lots, as the case 
may be, in the county, town, village, district or city where the same are 
located. 

‘‘How Such Other Personal and Real Property To Be Assessed. The 
county clerk shall return to the assessor of the town or district, as the case 
may require, a copy of the schedule or list of the real estate (other than ‘rail- 
road track’) and of the personal property (except ‘rolling stock’) pertaining 
to the railroad; and such real and personal property shall be assessed by the 
assessor. Such property shall be treated in all respects in regard to assess- 
‘ment and equalization, the same as other similar property belonging to in- 
dividuals, except that it shall be treated as property belonging to railroads, 
under the terms ‘lands’, ‘lots’ and personal property. 

“Railroad Returns to Auditor. At the same time that the lists or sche- 
dules are hereinbefore required to be returned to the county clerks, the per- 
son, company or corporation, running, operating or constructing any rail- 
road in this State, shall return to the Auditor of Public Accounts sworn 
statements or schedules as follows: 

‘*First—Of the property denominated ‘railroad track’, giving the length 
of the main and side or second tracks and turnouts, and showing the propor- 
tions in each county, and the total in the State. | 

“‘Second—The ‘rolling stock,’ giving the length of the main track in 
each county, the total in this State, and the entire length of the road. 

‘“Third—Showing the number of ties in track per mile, the weight of iron 
or steel per yard, used in main and side tracks; what joints or chairs are 
used in track; the ballasting of road, whether gravel or dirt; the number and 
quality of buildings or other structures on ‘railroad track,’ the length of 
time iron in track has been used, and the length of time the road has been 
built. . 

‘‘Fourth—A statement or schedule showing: 

1. The amount of capital stock authorized, and the number of shares 
into which such capital stock is divided. 

2. The amount of capital stock paid up. 

3. The market value, or if no market value, then the actual value of 
the shares of stock. by 

4, The total amount of indebtedness, except for current expenses for 
operating the road. 3 

5. The total listed valuation of all tangible property in this State. 

“‘Such schedule shall be made in conformity to such instructions and 
forms as may be prescribed by the Auditor of Public Accounts. 

*‘Schedules—Board to Assess Railroad Property. The Auditor shall an- 
nually, on the meeting of the State Board of Equalization, lay before said: 
board the statements and schedules herein required to be returned to him, 
and said board shall assess such property in the manner hereinbefore pro- 
vided. 

“State Board of Equalization to Assess ‘Railroad Track’ and ‘Rolling 
Stock.’ Said board shall also assess the railroad property denominated in 
the said Act as ‘Railroad Track’ and ‘Rolling Stock’; and said board is here- 
by given the power and authority, by committee or otherwise, to examine 
persons and papers. The amount so determined and assessed shall be cer- 
tified by the Auditor to the County Clerks of the proper counties. The 
County Clerk shall, in like manner distribute the value, so certified to him 
by the Auditor, to the county and to the several towns, districts, villages and 
cities in his county entitled to a proportionate value of such railroad track 
‘and rolling stock. And said clerk shall extend taxes against such values, 
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the same as against other property in such towns, districts, villages and 
cities. 

“Capital Stock of Railroads and Telegraphs. The aggregate amount of 
capital stock of railroad or telegraph companies assessed by said board shall 
be distributed proportionately by said board to the several counties, in like 
manner that the property of railroads denominated railroad track is distri- 
buted. The amount so determined shall be certified by the auditor and 
county clerks in the proper counties. The county clerk shall, in like manner 
distribute the value, so certified to him by the auditor, to the county and to 
the several towns, districts, villages and cities in his county entitled to a 
proportionate value of such capital stock. And said clerk shall exend taxes 
against such values the same as against other property in such towns, dis- 
tricts, villages and cities.’’?! 


Now, in operation, this means that the permanent right of way of a rail- 
way company with its main tracks, single or double, its sidings and the sta- 
tion houses and other structures situated on the right of way, also all the 
rolling stock of the company and its capital stock are to be assessed by the 
State Board of Equalization and the value distributed to the several local 
bodies on a mileage basis. The remaining real and personal property of the 
railroad is to be assessed in the locality where it exists and is not distributed 
throughout the municipalities on a mileage basis. 

One railroad company, the IJ]linois Central, owing to an arrangement in- 
corporated in its original charter granted in 1851, is treated in a special man- 
ner in the matter of taxation. ‘‘In consideration of the grants, privileges 
and franchises herein conferred upon said company for the purposes afore- 
said, the said company shall, on the first Mondays of December and June in 
each year, pay in to the Treasurer of the State of Illinois five percentum of 
the gross or total proceeds, receipts or income derived from said roads or 
branches for the six months then next preceding......... The lands selected 
under said Act of Congress, anu hereby authorized to be conveyed, shall be 
exempt from all taxation under the luws of this State until sold-and convey- 
el by said corporation or trustees, and the other stock, property and effects 
of said company shall be in like manner exempt from taxation for the term 
of six years from the passage of this Act. After the expiration of six years, 
the stock, property and assets belonging to said company shall be listed ty 
the President, Secretary or other officer, with the Auditor of State, and an 
annual tax for State purposces shall be assessed by the Auditor upon all the 
property and assets of every name, kind and description belonging to said 
corporation. Whenever the taxes levied for State purposes shall exceed 
three-fourths of one per centum per annum, such excess shall be deducted 
from the gross proceeds or income herein recorded to be paid by said corpor- 
ation to the State, and the said corporation is hereby exempted from al tax- 
ation of every kind, except as herein provided for. Provided, in case the 
five per cent. provided to be paid in to the State Treasury, and the State 
taxes to be paid by the corporation, do not amount to seven per cent of the 
gross or total proceeds, receipts or income, then the said company shall pay 
in to the State Treasury the difference, so as to make the whole amount paid 
equal at least to seven per cent. of the gross receipts of said corporation.’’” 

The result is that the Illinois Central simply pays to the State seven 
per cent. on its gross receipts. This is partly a tax and partly a return or 
rental for large land grants, franchises and privileges of location originally 
bestowed upon it. 


~ 21 Revenue Laws of the State of Illinois, 1898, Bes ni B26; 39. 
2 Revenue Laws of the State of Illinois, 1898, p. 
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Street railways, when incorporated under the same laws as ordinary 
steam railways, are treated in the same manner in the matter of taxation. 
In practice this applies chiefly to interurban electric railways and elevated 
railways in Chicago. 

Other street railways, express companies, telegraph and telephone com- 
panies are treated in the following manner: 

‘‘The personal property of street railroad, plank road, gravel road, turn- 
pike or bridge companies, shall be listed.and assessed in the county, town, 
district, village or city where the principal place of business is located. 

‘The personal property of express or transportation companies, shall be 
listed and assessed in the county, town, district, village or city where the 
game is usuallv kept. 

‘Bridges, express, ferry, gravel road, gas, insurance, mining, plank 
road, stage, steamboat, street railroad, transportation, turnpike and all other 
companies and associations incorporated under the laws of this State, other 
than banks organized under any special or general law of this State, and the 
corporations required to be assessed by the local assessors, as hereinbefore 
provided, shall, in addition to the other property required by this Act to be 
listed, make out and deliver to the assessor a sworn statement of the amount 
of its capital stock setting forth particularly: 

‘‘First:. The name and location of the company or association. 

“Second: The amount of capital stock authorized, and the number of 
shares into which such capital stock is divided. 

“Third: The amount of capital stock paid up. 

‘‘Fourth: The market value, or if no market value, then the actual 
value of the shares of stock. 

“Fifth: The toal amount of all indebtedness except the indebtedness 
for current expenses, excluding from such expenses the amount paid for the 
purchase or improvement of property. 

‘Sixth: The assessed valuation of all its tangible property. 

“The Auditor shall, annually, on the meeting of the State Board of 
Equalization, lay before said board the schedules and statements herein re- 
quired to be returned to him; and. said board shall value and assess the 
capital stock of such companies or associations in the manner provided in 
this Act. ‘ 

‘“Hvery person owning or using a franchise granted by any law of this 
State, shall, in addition to his other property, list the same as personal pro- 
perty, giving the total value thereof. 

‘‘Any person, company or corporation, using or operating a telegraph 
line in this State shall, annually, in the month of May, return to the Auditor 
of Public Accounts a schedule or statement as follows: 

“First: The amount of capital stock authorised. and the number of 
shares into which such capital stock is divided. 

“Second: The amount of capital stock paid up. 

“Third: The market value, or, if no market value, then the actual 
_ value of the shares of stock. 

“Fourth: The total amount of all indebtedness, except current ex- 
penses for operating the line. 

“Fifth: The length of the line operated in each county, and the total 
in the State. 

‘Sixth: The total assessed valuation of all its tangible property in this 
State. 

“The Auditor shall annually, on the meeting of the State Board of 
Equalization, lav before said board the statement or schedule herein requir- 
ed to be returned to him; and said board shall assess the capital stock of such 
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telegraph company in the manner hereinafter provided. The tax charged 
on the capital stock of telegraph companies shall be placed in the hands of 
county collectors, ina book provided for that purpose, the same as is required 
for railroad property, and may be included in same book of railroad pro- 
perty. 

‘‘The office furniture and other personal property of telegraph companies 
shall be listed and assessed in the county,town, district, village or city where 
the same is used or kept.’’” 

As usual, the Ontario Commission obtained much valuable information 
through interviews with those who are connected with the practical operation 
of the system of assessment and taxation. At Springfield, the Commission 
had a couple of conferences with Mr. James S. McCullough, Chairman, and 
Mr. W. H. Eubanks, Secretary of the State Board of Equalization. 

This board is similar in most respects to the State Board of Tax Com- 
nussioners of other States. It is, however, quite a large board, being made 
up of a representative from each Congressional district in the State. The 
members of the board are electe 1 every four years. It consists at present of 
twenty-two members, to be increased to twenty-five at the next election. The 
board is divided for practical opera.iou into a number of special committees. 
Yne of these, consisting of seven members, is a committee on railroad assess- 
ment, which also deals with the capita! stock of corporations other than rail- 
roads but not with their real estate. 

In the case of railroads, as already indicated, the State Board assesses 
the right of way and all the buildings and improvements upon it, as also the 
rolling stock and the capital stock, and distributes the assessment to the 
different municipalities, for the most part on a mileage basis. But in the 
case of depots, though they are assessed by the board, or rather equalized 
by the board upon valuations by iocal assessors, their value is not distributed 
over the whole line. They are taxed entirely within the municipalities in 
which they are situated and a separate return is made for them. Again, 
though provision is made for taxing the capital stock of railway companies 
where it exceeds the value of the tangible property, yet, as in Indiana, to 
avoid additional assessment it is so arranged that the value of the capital 
stock is supposed to be included in the assessment of the tangible property. 
Hence, in the case of railroads, there is actually no assessment on capital 
stock as a separate item. As the Secretary of the board put it:  ‘‘After the 
Committee on the assessment of Railroad Property values the tangible pro- 
perty of the company for purposes of assessment and fixes the assessment 
value, then they ascertain the value of the capital stock and franchise, and 
if in that valuation it is found that the value of the capital stock and fran- 
chise exceeds the tangible property, it is made their duty under the law to 
assess the balance also as capital stock. There are one or two companies in 
that position. However, they usually make a practice—and this board al- 
lows of it—of trying to value the tangible property up to the value of the 
capital stock and franchise. There are two or three roads where the tangible 
property amounts to very little, but the capital stock to quite a sum, for in- 
stance the Chicago Terminal Transfer, and several elevated roads all in 
Chicago. These are assessed with capital stock in addition to their tangible 
property.’’?4 

The assessment and taxation machinery of Illinois is much the same as 
that of Indiana. The County Board of Equalization is, for all ordinary pro- 
perty, the central feature in the system. With the County Treasurer the 


23 Revenue Laws of the State of Illinois, 1898, pp. 14, 15, 21, 26, 27. 
24 Ont. Com. Interviews. 
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Board looks after the appointment and supervision of the township assessors 
who make their returns to it, and by it they are equalized. The County 
Board in turn reports to the State Board, which has the power of revising 
and equalizing the work of the county and township assessors. When all 
the property, including that of the railroads, is assessed and distributed to 
the various ultimate municipal units, each taxing power, the township, town, 
city, county and state, levies its independent rate upon the property, as in 
Indiana. Thus, though a township through which no railroad runs gets no 
share of the railroad tax as a township, yet as part of the county it gets the 
benefit of the county tax on railroads, and as part of the State it gets the 
benefit of the state tax on railroads. 

As Michigan and Wisconsin afford instances of the zeal and vigor of 
newly adopted institutions, and Indiana the more sober efficiency of a Board 
which recognizes the necessary limitations under which it is operating, so, 
Illinois illustrates the same system of taxation as adopted in these other 
states, deep in the ruts which years of usage have worn for it, and from 
which it appears almost impossible for it to escape. The Secretary of the 
Illinois Board pictures the situation for us in a few words: ‘‘After the rail- 
way companies hand in their statements, showing values, etc., the board is 
not obliged to accept their valuations, but where they think it necessary they 
have expert examinations made. Of late years there has been nothing like 
expert examination of the values, because these were established, the system 
having been in operation some twenty-five years, ever since the adoption of 

the Revenue Law of 1882. Of course there have been some amendments to 
the law but the railroad assessment part of it has been amended very 
little.’’2s 

The Illinois Board believes that each road should be valued as a whole. 
‘‘The assessor must take into consideration the whole system in its entirety. 
That is to say, it would be impossible for the Board of Assessment in Chicago 
to properly assess that section without having before them the value of the 
whole system. All data that can be obtained as to the actual value of the 
entire road must be considered, one source being the traffic, its extent and 
the road’s facilities for handling it. In connection with this the earnings 
of the road would naturally be considered; then after finding the value of 
the entire road, the average value per mile should be ascertained and should 
be an element in determining the value for taxation purposes.’’*6 

In order to understand the system of taxation and assessment in IIlinois, 
it is necessary to keep in mind the fact, already touched on, that though, of 
late years, both private and corporate property are supposed to be valued at 
their full market rates, yet only one-fifth of the value is taken as the actual 
assessment upon which taxes are levied. This is due to the fact that for 
years past the assessors of each district in their efforts to keep down their 
proportion of the burden of State taxation placed a lower and lower valuation 
on the property within their limits. This necessitated a corresponding in- 
crease in the rates of taxation. When, therefore, a system of central equali- 
zation was adopted and a return to a full valuation determined upon, it was 
found to be easier to take a fraction of the full valuation as the basis of as- 
sessment than to readjust the various rates of taxation. Besides, the central 
board has no jurisdiction over rates but only over assessment. Hence, the 
proportion of one-fifth of the full value has been adopted. The rate of tax- 
ation for State purposes was last year fifty-two cents on a hundred dollars of 
assessed value or on five hundred dollars of full value, so that the rate was 
practically one mill on the dollar of full value. 


2 Ont. Com. Interviews. 26 Ont. Com. Interviews. 
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This will serve to explain many apparent anomalies in the Illinois sta- 
tistics of assessment. From a return of the total local assessment of pro- 
perty throughout the State for each of the years from 1873 to 1898, we have 
the following interesting result, taking every fifth year of the series: 


Year. 3 Total Assessment of the State. 
TESTIS a hs ACN 58 ea Bedi tomtceemk 23k $1,210,108,863 
YOY he ig 5 a a 2 ch RS ee bass G Wun ateon 818,987,409 
Me eee Ne Bate et eh eee Ea oe sks eee 756,422,291 
POCO Ti Ue, tee be tT: ic) Vt EE a pa 709,304,506 
TNS Ea oa de SFO SR ARTA gf OS ret a Pa re era Si a 760,837,855 
SOC ee ree See et ee i Ge aes oe hae 693,443,706 


As everyone knows, the value of property in Illinois, including as it does 
a city like Chicago, had enormously increased during that period. It was re- 
cognized that the assessment in 1898 should have been at least five times the 
amount here given. 

Much the same condition of affairs prevailed throughout the Western 
States, so that when values were onc2 more brought back to something like 
a normal basis, the rates of taxation remaining unchanged, various fractions 
of the full valuation had to be taken as the basis of assessment. Thus in 
Iowa the proportion is one-fourth, in Wyoming one-sixth, in Nebraska 
one-fifth. This treatment of values applies to railroads as to all other pro- 
perty. 

The fact that in Illinois no special provision is made for the taxation of 
sleeping car, fast freight, or car loaning companies is explained by the Sec- 
retary as due to the fact that “these are assessed, if incorporated in the 
State. Some of the companies report their cars. The Pullman Company ‘n 
this State are taxed entirely on their capital stock; they are incorporated un- 
der the laws of the State, and incorporations of that class are required to be . 
assessed on capital stock. They come under the General Corporations sec- 
tion of the Act.’’8 

As to the possibility of double taxation both within and without the 
_ State, in the case of companies operating in several States, Mr. Eubanks 
stated that, ‘‘This is not the case because the tangible property of the com- 
pany is deducted from the capital stock. We take the sworn return of the 
company, and use this as a basis to decide how much is assessed outside the 
State. The same rule, however, does not apply to Swift’s; Armours, etc.; 
under the law the board cannot assess these people. They are supposed to be 
assessed by the local assessor. If the local assessor can locate their cars at 
any one point he can assess them; otherwise he cannot. This is the lame 
point in the law.’’9 

In reply to a question as to whether the railways had added anything 
to their rates on account of additional taxation, Mr. Fubanks replied that 
there was no reason to think so. In Illinois, however, in virtue of a special 
law, railway rates were subject to control, so far at least as purely State 
business was concerned. This is under the jurisdiction of the Railway and 
Warehouse Commission. 

The following table gives particulars of the assessment of representative 
railways, including several Chicago elevated roads, operating in the State of 
Illinois. The second table gives the total amount of taxation paid by each 
company to the township, town or city, county and state authorities during 
several years. 

The railroads in this list which operate in Ontario are the Grand Trunk 
Western, the Michigan Central and the Wabash. 


7 Proceedings of the Illinois State Board of Equalization, 1898, appendix p. xlvii. 
* Ont. Com. Interviews. 29 Ont. Com. Interviews. 
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STEAM RAILROADS. 


TaBLE XV.—Comparative Statement of Taxes paid in Ilinois—Ten years— 
1893-1894, with last three consecutive years. 


1 2 3 4 5 
tao sin | 
Name of Company. 1893 1901 1902 1903 

Sm ic: eo $C. 2 1c: 

Atchison, T. & 8. Fe R’y Co. (The)...... 99,436 16) 126,885 71) 110,124 64) 105,996 65 
BalitmMmonencs OLOs ses Weekes Lem COR be ere cecal|io tare sie oot ansh ell a set crate leyerel pre ee eas secs 95,152 20 
Belt R’y Co. of Chicago (The)........... 48,000 00 62,794 46 44,555 54 39,500 00 
Chicago Great Western R’y Co .......... 30,045 77 81,604 00) 83,042 44 71,183 56 
Chicago & Alton R. R. Co. (The) ....... 208,679 80) 266,422 41| 247,944 94; 268,681 03 
Chicago & Eastern Illinois .............. 94,411 51) 144,759 90} 144,054 50) 134,859 19 
Chicago & Northwestern R’y Co......... 246,782 10} 289,914 79} 271,214 90) 308,202 03 
Chicago! a) We ineiang Wo dk. OO vais <) o 2 ols cata cing re eae 120,330 43 79,569 01 73,071 46 
Chicago, Burlington & Q. R’y Co........ 3604010921 t= O11 335) 08) 489° G02) 60). eernanena ee 
Chicago, Milwaukee & St. P. Co......... 116,833 91} 146,226 67) 148,854 56) 133,824 89 
ChicagosPeon dst. Ju. Riv Co.of lily Ve.) sheers sich es 53,701 32 53,979 53 52,270 27 
Chicago, Rock Island & P. R’y Co....... 176,246 53} 195,194 00) 168,104 18) 207,881 04 
Cleve., Cincin., Chi. & St. L. R’y Co..... 132,806 86] 127,448 74| 182,063 65) 128,457 98 
Elgin, Joliet & Eastern R’y Co .......... 30,006 09 55,538 41 54,107 61 55,094 65 
Grandirunk; Western? yi Cops... secession 33,595 87 49,409 93 41,189 32 
lind eM cow akin hao Lhe). ete. 10,550 09 21,820 42 24,450 81 21,352 19 
PACKSOM VN Lene Ua lOUISEEY We Ort seit sae ictal ictal Peo 14,940 58 14,095 24 14,334 36 
Lake Erie & Western R. R. Co........... 23,041 19 29,932 54 27,950 03 26,113 33 
ioulsvillercaNashvillepR RS Coie... se. ellen. deen aon 50,186 72 51,280 14 47.559 95 
Michigan Gentral R.. Rs Cones... oct 32,079 28 45,119 38 39,488 23 39,836 48 
Mobile & Ohio R. R. Go. (The).......... 31,156 32 42,447 91 42,728 70) 41,655 55 
Pittss Cint,: Chi’ & StL. Ry ‘Col... 2. .k 91,428 84) 105,804 39 68,667 98 81,062 29 
SOULMCTIE Va COn Heeseteive seit nds We ee A ol ues eeay hel har ere) cota 16,515 70 34,101 60 32,628 33 
Siodugs Vane Ti. RR Oon(The)..... 7 59,217 41 44,048 69 66,903 21 66,924 30 
Terre Haute & Peoria R. R. Co.......... 17,354 77 21,871 89 20,002 06 20,411 00 
Toledo, Peoria & Western R’y Co........ 36,555 49 48,522 29| 45,775 48 45,009 29 
Toledo, St. L. & Western R. R. Co...,... 29,692 90 38,430 41 37,516 34 42,018 13 
NWetIOAS ner Ree COs eRaitersteia ein faites Yate ones 0 las 192,321 66) 217,865 69) 239,555 18) 221,416 13 
MR Otalleearseycere. Drea kaha icye sca, oer 3,733,304 80) 4,725,332 37) 4,662,110 46] 4,726,257 68 


(Annual Report of the Railroad and Warehouse Commission of the State of Illinois, 1904, 
p-p- 198-200. ) 


WISCONSIN. 


Like Michigan, and in many respects in imitation of it, the State of Wis- 
consin has lately changed its system of railroad taxation. The reasons for 
the change and the conditions attending the transition are of much interest in 
connection with the subject of taxation in general and of railroad taxation in 
particular. 

The first stage of railroad development in Wisconsin was, like that of 
Canada, as several of the other States, characterised by liberal subsi- 
dies. These usually took the form of land grants on the part of the Federal 
Government, exemption from taxation on the part of the State and money 
grants, in the shape of subscriptions:to stock, on the part of the municipali- 
ties. When taxes were levied upon railroad property, they were, as a rule, 
very light. It is estimated that in the State of Wisconsin railway lands still 
remain unsold to the extent of 950,000 acres, valued at $5,000,000. The stock 
in the roads taken by the municipalities, and amouting in 1872, to $6,470,- 
954, generally proved worthless, and has been, for the most part, completely 
wiped out by reorganizations. 
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When the railroads were once firmly established, they were gradually 
subjected to normal taxation. In the matter of taxation, up to 1854, the mu- 
nicipalities treated the railways as all other property. ‘‘In that year rail- 
ways and plank toll roads were taken out of the general property tax and in 
lieu thereof a specific tax imposed on their annual gross earnings.’’3° The 
tax was fixed at the rate of one per cent. per annum. In 1862 the rate was 
increased to three per cent. and in 1874, it was raised to four per cent. on all 
roads. In 1876 the roads were, for the first time, divided into classes accord- 
ing to their annual gross earnings per mile. This law established four classes 
of railroads. The law as it stands at present was passed in 1897 and introduc- 
ed six classes instead of four. This is still the basis of taxation, for though 
the law has been changed in 1908, the new system does not come into full 
operation, as far.as collecting revenue is concerned, until 1905. Owing to the 
fundamental objection to an income tax throughout the United States, the tax. 
on gross earnings has never been frankly treated as an income tax. In Wis- 
consin and some other states it is termed a license tax, which is graded, 
however, according to gross income per mile of line, and upon this a percent- 
age tax levied. This tax has been in lieu of all other forms of taxation, State 
or local, except certain special assessments for local improvements in cities or 
towns. All lands or other property owned by railroad companies, but not 
used in connection with the ordinary business of transportation, was treated 
as ordinary property and assessed and taxed under the general property tax, 
which is the normal system of the State. The proceeds of the taxation of 
railroads have been used for State purposes, no portion being distributed to 
the municipalities. eee 

Under the license or gross earnings system there was no specific assess- 
ment of property. Hach railroad company was simply required to furnish 
to the State treasurer a sworn return of the gross earnings of the railroad for 
the previous year, and of the number of miles operated by the railroad with- 
ia the State, and the gross earnings per mile. At the time of making the 
returns each railroad was required to apply for a license to operate the rail- 
road during the following year and to pay the following license fees. 


“1. Four per centum of the gross earnings of all railroads, except those 
operated on pile and pontoon or pontoon bridges, whose gross earnings equal 
or exceed three thousand dollars per mile per annum of operated railroad. 


““k. Three and one-half per centum of the gross earnings of all railroads, 

except those operated on pile and pontoon, or pontoon bridges, whose gross 
earnings equal or exceed two thousand five hundred dollars and are less than 
three thousand dollars per mile per annum of operated railroad. 
, “3. Three per centum of the gross earnings of all railroads, except 
those operated on pile and pontoon, or pontoon bridges, whose gross earnings 
equal or exceed two thousand dollars, and are less than two thousand five hun- 
dred dollars per mile per annum of operated railroad. 

“4. Five dollars per mile of all operated railroads, except those oper- 
ated on pile and pontoon, or pontoon bridges, whose gross earnings equal one 
thousand five hundred dollars per mile per annum and are less than two thou- 
sand dollars per mile per annum of operated railroad, and in addition two and 
one-half per centum of their gross earnings in excess of one thousand five hun- 
dred dollars per mile per annum and under ‘two thousand dollars per mile per 
alnum. 

“S. Five dollars per mile of operated railroad by all companies whose 
gross earnings are less than fifteen hundred dollars per mile per annum. 


*° Report of Wisconsin State Tax Commission, 1903, p. 163. 
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‘6. Two per centum of the gross earnings of all railroads which are 
operated on pile and pontoon, or pontoon bridges, which gross earnings shall 
be returned as to such parts thereof as are within the state.’ 

Some years ago the people of Wisconsin, in common with those of several 

Western states, became imbued with the idea, the grounds for which have 
been given in the case of Michigan, that the railroads were not contributing 
their just share of taxation, and that this was largely due to the fact that they 
were taxed upon a different basis from that of other property. It was held, 
therefore, that the only just system of taxation was one in which all property 
in the State would be taxed on exactly the same basis, and, consequently, in 
which all property would be assessed in the same way aa at its full cash 
value. Asa purely theoretic statement there need be little difficulty over this 
proposition once an income tax is ruled out. But the practical question re- 
mained—can such a system be realized for all forms of property under actual 
conditions? In the attempt to answer this question, and ‘‘in order to secure. 
improvement in the system and the collection of taxation in this state,’’ there 
was appointed, in 1898, a State Tax Commission of three persons. As Tudge 
Gilson, the President of ‘the present Commission, explained to the Ontario 
Commission, ‘‘This board was appointed mainly for investigation into d‘f- 
ferent systems and to make recommendations to the Legislature.’’ They 
spent several years in investigation, reporting in 1899, again in 1901 and fi- 
nally in 1903. The first Commission had no administrative function, but in 
1899 the Commission was continued for ten years and was made a State Board 
of Ass‘ssment for equalizing the assessment of the different properties in the 
State. By the law of 1901 the Commission took the place, for all ordinary 
purposes, of the former State Board of Assessment, composed of the Secretary 
of State, the State Treasurer and the Attorney General. Under the new law 
of 1903 for the taxation of railways, the Commission became a State Board 
for assessing railways. 

The assessment of the entire property of railways by a State Board on the 
ad valorem basis requires that the same Board shall determine the value of all 
taxable property in the State, so that the railways may pay the same state tux 
«s other properties. The way in which this will work out under the new act 
was explained by Judge Gilson in these terms. ‘‘We are required under ine 
Act to ascertain the value of all the general property in the State, i.e., all 
property owned by private individuals, corporations, mercant?le firms, etc., in 
fact all property not owned by railway companies. We’ then take the total 

.tax levied in the State, county and local, and having ascertained the true cash 
value of all property in the State, we divide the total taxes, say levied in 1903, 
by the total value which we find. The value which we put on the general 
property of the State last year was $1,753,000,000; the taxes levied in 1902 
emounted to $20,163,000, which, divided by the total value of all the prop- 
erty, would give a rate of 1.158 per cent. and we required the railways to pay 
the same rate.’’3? 

In 1900 the State Tax Commission had appointed a hearing on railroad 
taxation, when the chief railroads in the State were heard through represen- 
tatives. <A further investigation was conducted during the session of 1901, 
over the head of two bills drafted by the Commission, ‘‘one to reclassify and 
increase the percentage on gross earnings, and the second to abolish the license 
fee method and provide for the ad valorem taxation by a State Board.’’ Both 
bills were opposed by the railroad companies and were defeated in the Assem- 

bly. 

: In their discussion of the gross earnings system versus the ad valorem 

system, the Wisconsin Commission considered the former an easy means of 


31 Ont. Com. Interviews. 
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taxing railroads, but regarded it as leading to inequality as between rail- 
roads, and as compared with other property. 

It took from the railroads in proportion to their ability to pay and thus 
adjusted the taxes to their earnings when that was not done for other property. 
It had been held by several judges that the license fee system was in reality 
unconstitutional, as not securing a uniform system of taxation to all kinds of 
property, but to avoid disturbing the financial basis of the State the actual 
law had been upheld in the decisions given. 

The desire for a literal uniformity, whatever might be its practical ef- 
fests, is shown in the report of the Commission, and was evidently the chief 
influence, as in Michigan, in favour of the change to a system, which would 
assess railroads on the same basis as all forms of private property, that is, on 
the basis of a general property tax. Acting on this principle, the Board 
reached the conclusion, practically the same as that of Michigan, that ‘‘The 
property of railroad companies should be valued by a State Board composed 
of appointed officers of requisite knowledge and approved integrity, with 
power to secure the evidence necessary to a correct judgment of the value of 
each railroad operated in the State. The law constituting the Board and 
prescribing its duties should be carefully framed with proper limitations on 
the power of the Board, but not attempting to specify too minutely the method 
of arriving at values so as to leave no room for the exercise of judgment. All 
the elements going to make up values cannot be definitely embraced in a writ- 
tun law without so circumscribing the powers of the Board as to make their 
duties largely clerical. 

‘The Board should also be empowered to value the property of the State 
for the levy of a Stace tax, and be required to assess the general property of 
the State at the market value. This should be obligatory, to the end that all 


taxable property may be brought to an equal standard of valuation with that . 


of railroads or other property assessed by the Board. 

‘‘The railways should be granted an opportunity not only to be heard on 
the assessment of their property, but also of all property of the State, so that 
entire equality may be secured.’’3 

When it comes to the actual valuation of the railroads, however, the 
Commission begins to recognize the difficulties which confront it. 

“‘The magnitude of railroad interests renders the valuation of such prop- 
erty more difficult than the appraisement of property simpler in character and 
use. There are, however, some rules approved by courts, economists and fi- 
nanciers as the basis for the valuation of railroad property, and some or all 
of them may be applied to ascertain the value of such property in the State. 

‘‘The principal elements usually examined and considered in the en- 
deavor to ascertain the value of railroad property are: 

Cost of road and equipment. 

Par value of capital stock and funded debt. 

Franchises. 

Gross and net earnings. 

Market value of capital stock and funded debt. 

‘‘There are subdivisions of these items, but on the whole the above divi- 
sion will comprise the chief objects for consideration in estimating the value 
of railroad property. 

‘‘The items are not wholly independent of each other. Nor are they all 
entitled to the same weight as evidence of value. The Commission is not 
committed to any particular theory in arriving at value and does not proceed 
on the assumption that the market value of stocks and bonds is the absolute cri- 


32 Report of 1903, p. 182. 
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terion of value. The market value is evidence to be considered with other 
items in forming judgment of the value of the property of railways. 

‘The earning power is a very important element for consideration, for it 
is the financial rule in the markets of this country, and all over the world, 
that the worth of property is determined by what it will produce in income. 
It the permanency of the income is assured from past results in operation, the 
risk of investment is less and the value more stable. The earnings in the 
op‘nion of financiers is the final test of the value of corporate securities, and 
the estimate of the earning capacity of railroads formed by such men and 
acted upon in buying and selling of the securities in the market generally es- 
tablishes the market price. 

“The cost of the physical property,—tracks, yards, terminals, buildings, 
engines, cars, etc.,—does not comprise the entire value of a property. There 
must be added the franchises, possession of traffic, competitive and non-com- 
petitive, and the extent and validity of an established transportation busi- 
ness. These constituent parts of railway property and corporate organiza- 
tion with the earning capacity enter into the problem of forming an estimate 
of the value of stocks and bonds for investment or in. establishing market 
values.’’33 

Later on we shall give the opinons of the railroads on these several ele- 
ments in determining the values of railroad property. Here, however, we 
may note that, as in Michigan and other states, the earning capacity is recog- 
nized as the most important factor in determining the value of railroad prop- 
erty. 
The Wisconsin Commission considered that railroads ought to be taken 
a: entireties and could not be broken up into properties to be valued separate- 
ly in each municipality, city or state. When the whole valuation is taken, 
it can be apportioned to the different states on a mileage basis as the best 
lnown method of division. However, in discussion with the Ontario Com- 
mission the President of the Board stated that while they held to that position 
in a general way, ‘‘The Legislature has not bound us to proceed on a mileage 
basis. We purposely omitted that from the Act presented to the Legisla- 
ture, and we think properly so. I think that rule is too hard and fast.’? He 
referred to the Illinois Central and some other cases where such a rule, if en- 
ferced, would result in hardship. These cases had been brought up by rep- 
resentatives of the railroads in their conferences with the Tax Commission. 

Further difficulties in the way of getting at the real values of railroads 
are thus stated by the Wisconsin Commission: ‘‘Originally railways by their 
charters were only granted the privilege or franchise to do business as com- 
mon carriers. To the right or privilege of owning property and facilities 
necessary to the transportation of passengers and freight has been added the 
privilege of owning other property not essential to their operation as common 
carriers. Under the laws they are empowered to own lands, outside of what 
is necessary to their business, as well as stocks and bonds in other railway 
corporations, not required in the operation of the holding company as a sin- 
gle, common carrier. The precise value of these privileges separately, or in 
combination, may be difficult of ascertainment, but as progress is made in 
devising systems for their taxation better methods may be found for their ap- 
praisement for taxation. In estimating the value of the franchises of rail- 
ways, the privilege or franchise of holding stocks or bonds in other railways 
or lands unnecessary to their operation, may be an element for consideration. 
It may be difficult to ascertain in all cases just how far or to what extent the 
~ value of the franchise or right to hold securities in other companies, or to own 
lands or other property not needed in operation, may be increased by the 


33 Report of 1903, pp. 185-6. 
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vaJue of such securities or property. It should be distinctly understood that 
in making the tabulations of the value of the railways, in deducting the lands 
and securities above specified, it is not admitted that in estimating the value 
of the franchise or in providing laws for their taxation, the value of lands or 
securities ‘s to be wholly eliminated from consideration. 

‘The many forms and purposes corporate organization may take in this 
ingenious age, and the conditions which may follow the organizations of 
stock holding corporations, or the extension of that privilege to railway com- 
panies whereby the real control of the property of a corporation and its cap- 
tal may be transferred from a state grant in the corporate franchise to an- 
other jurisdiction, render it unwise to adopt a general rule for the deduc- 
tion of stocks and bonds in other companies. Stocks and bonds may have a 
value beyond the right to receive dividends and interest thereon. Each case 
should be determined upon the facts shown to exist at the time. 

‘“The discretion of the Legislature to provide adequate methods and rules 
for the taxation of franchises should remain untrammelled, as future condi- 
ticns which may call for the exercise of the power conferred upon the Legis- 
lature cannot now be fully known or anticipated.’’3 


Here, as in the case of Michigan, the whole onus of solving these diffi- 
culties and of getting at the valuation of railroads for purposes of taxation, 
rests upon the members of the Tax Commission. As it is in the end simply 
a matter of their judgment, there is no common basis of reference by which 
either the railroads or the public can determine whether or not the valuation 
is a fair one. of 

In obtaining a valuation of the physical properties of the Wisconsin rail- 
roads, no such elaborately expensive method, for the State at least, as that 
of Michigan was attempted. Each of the railroads in the State was asked 
by the Commission to make an examination of its physical property, being 
furnished with an elaborate system of blanks to be filled in under much the 
same headings as in the case of the Michigan appraisal. Professor Taylor of 
the University of Wisconsin, as the advisory engineer of the State Tax Com- 
mission, was charged with the duty of going over the appraisals to examine 
and revise them. The cost of the appraisal thus fell upon the railroad compa- 
nies. The Chicago and North Western, for instance, employed sixty men 
un their system at a cost to the company of $19,000. As to the accuracy of 
the reports received Professor Taylor thus expressed himself to the Ontario 
Commission. ‘‘In the first place we received the reports from the roads as 
furnished by themselves. We do not refer to Government reports as to the 
conditions of the roads, but we sent expert field men over the tracks, etc. 
About twelve men were sent out. We did not go into the matter to such an 
extent as Michigan. We asked the railways to arrive at the physical value 
of the roads themselves and then we merely checked sections of them. The 
actual returns were made by the railways in the most careful manner, and the 
appraisals were in general remarkably correct and reliable. Of course re- 
ports of real estate and rights of way men were not quite so reliable as those 
uf the engineering staff. As far as they could, however, we feel that the 
railways gave an honest report. In the case of one railway valued at $67,- 
000,000 there was only a difference between us of three and a half millions 
on the total, and the railroad had the higher figures. Field experts were em- 
ployed only to verify the assessments.’’ And again ‘‘The report is not made 
on oath, but it is made with the understanding that our forces can take up any 
section of their road and determine whether the appraisal is correct or not.’’35_ 


% Report of 1903, pp. 200, 201. 3° Ont. Com. Interviews. 
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The physical valuation of the railroads, however, even as revised by Pro- 
fessor Taylor is by no means binding upon the Commission as a basis of valua- 
tion. ‘“The cost of railways as reported is not considered as of great im- 
portance as evidence of value. In few cases only, does this item in the rail- 
way report represent the original cost, for in reorganizations of small roads 
into the present systems little attention was given to original cost of the roads 
reorganized. Were the original cost carried into the new consolidations it 
has little relation to the actual value. In the annual expenditures for main- 
tenance in the last twenty years or even less, the property very generally, ex- 
cept right of way, has been practically reconstructed. 

“It may be a question whether a new railway of equal physical excel- 
lence to some of the roads operated in Wisconsin can be reproduced within a 
reriod of ten years. 

“The theory that the cost of reproduction will represent the value for 
taxation purposes is not supported by economic conditions. Professor H. C. 
Adams says on this point: ‘“The truth is that commercial results of a long 
established line of communication have become so integral a part of the ex- 
isting industrial structure that an estimated cost of reproduction would bear 
no relation to the commercial valuation of the property.’’% 

As a matter of fact the roads are required to furnish much other data. 
**We ask for reports of capital stock and all their funded debt, we ask them 
also for the average market value for five years of their capital stock and all 
their bonds, and in addition request them, in furnishing the value of the 
stock and bonds, to give gross and net earnings for a period of six or seven 
years.’’37. In stating their position with reference to the valuation of 
railroads, the President of the Wisconsin Commission said: “The Board 
is not required to give to any railway the exact method of arriving at 
their assessment. The law requires, however, that we should notify each 
railway company of the preliminary valuation made upon them, and 
they are entitled to be heard.’’ Again, “There are some roads that have 
a value over and above what it would cost to reproduce their property, by vir- 
tue of established traffic, connections with other roads, etc. On the other 
hand, we find some small roads in the State that probably are not worth for 
texation purposes the amount of their physical value.’’ And again, ‘‘We 
take into consideration the earning power of a road, for how long a period the 
earning power is stationary or increasing, in the case of a prosperous road, 
and where there is a deficit we take that into consideration. In this State 
there are some roads, perhaps fifty miles long, which are not worth much 
more than the scrap value of the road. The taxation on such a road might 
be less than Professor Taylor’s physical valuation of the road. When a rail- 
road is chartered it has to perform certain public duties; for instance, it can- 
not stop without permission of the legislature, and therefore if they are losing 
money in operating we take that into consideration.’’3® 

As to the necessity for having the whole of a railroad property valued by 
a central state board, instead of allowing it to be valued by municipal as- 
sessors, the President of the Commission stated, ‘‘We consider that the local 
officials in the State are totally unacquainted with the facts which would en-. 
able them to get the value or to make a fair valuation.’’39 

Statistics as to the gross earnings and taxation of the Wisconsin Rail- 
ways are here given. 

“The gross earnings, operating expenses and income from operation of 
the railways of Wisconsin for five years have been tabulated for each com- 


36 Report of 1903, p. 194. 37 Ont. Com. Interviéws. 38 Ont. Com. Interviews. 
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Mileage, Gross Earnings, Operating Expenses and Income from Operation of 
Railroads in Wisconsin.* 


Roads of First Division. 


. 


Percent- 
age of : Income 
Mile- Gross Operating operating | Income from from 
EGOS 2 age, earnings. expenses. expenses operation. other 
to gross sources, 
earnings. 
1. Chicago. Milwaukee «& St. Paul| 1,665.49] $12,653,708 98 | $ 7,867,750 79 58.23 4,285,958 20 | $ 52,196 56 
2. Chicago & Northwestern ...... 1,588.68 12,941,244 42 7,992,134 08 61.76 4,949,110 82 | 425,906 71 
8. Chicago, St. P., Minn’l’s & O..! 625.84 3,929,584 27 2,868,956 37 73.01 1,060,627 89 122,223 89 
4. Chicago, Burlington & Quincy] 222.54 1,426,010 45 821,763 75 57.63 604,244 70 24,625 35 
5. Green Bay & Western.......... 225.00 474,603 32 871,719 70, 78.32 102,883 62 1,189 58 
6. Minn’l’s, St. P. & Sault Ste. M.| 289.05 1,421,630 93 705,831 24 49.63 716,299 68 1,030 21 
72) Northern! Pacific, a... atest 114.82 249,563 77 249,563 77 54.45 208,795 96 19,846 75 
8. §Wisconsin Central............ 848.51 4,748,272 33 8,305,624 46 69.61 1,442,647 87 20,342 93 
$38,053,414 43 | $23,682,846 16 62.24 $14,370,568 24 | $667,361 98 
§Three years. 
Roads of Second Division. 
Percent- 
age of ‘ 2 Peels 
7 5 Mile- Gross Operating operating ncome from rom 
Names of Roads. age. Earnings. expenses. expenses | operation. other 
to gross sources, 
earnings. 
1. Abbotsford & Northeastern....| 15.16 $ 18,822 29 $ 12,856 61 63.30 $ 5,965 68 $.......... 
2. Ahnapee & Western....... ; 34.00 38,612 75 23,785 68 61.65 WP Nac Woo okoee 
had os =ag LE ND ISHA RUAN aA ns ea a at ae) 21.00 8,561 01 8.118 59 94.83 EY Oe Oa eal era Ui es 
4. ||Bayfield Harbor & Great West- 
ern (Bayfield Transfer) ...... 3.86 6,848 40 8,363 81 122.22 O20 Laas are aerate 
5. Chicago, Lake Shore & Eastern} 15.46 72,690 73 50,746 54 69.81 QU OFA OM Ne ders sriiatone 
6. Chicago & Lake Superior...... 3.00 3,069 47 4,276 19 139.31 ESMPVERIOA Soo ntey cite 
7. Chicago, Mad. & Northern (op- 
erated by Illinois Central)....) 91.31 100,797 96 135,442 55 134.39 BSA, GAAS UM ena) elete erent 
8. Chippawa River & Menomonie] 32.95 35,743 72 33,435 30 93.45 2,308 42 7,273 69 
9. Drummond & Southwestern...| 21.72 17,805 05 14,625 15 82.14 BEM! Man neanaond.5 
10. || Duluth, Sup.& West. Terminal 4.85 505,149 36 158,647 83 28.537 346,551 53 161 70 
11. Duluth, South Shore & Atlantic} 107.75 260,360 58 204,464 49 78.57 50,795 08 33 07 
12. Dunbar & Wausaukee ......... 15.50 25,189 46 6,277 59 24.92 TS, OUR B6 eats, cican ety 
13. Eastern R’y of Minnesota..... 33.09 592,849 67 378,909 89 63.92 213,939 78 94,827 09 
14, Fairchild & Northeastern..... 29.20 30,331 47 15,380 98 50.71 TA Q50 SOI lin elatere satferahere 
15. tHawthorne, Nebaganon & Su- 
POTION Cee, Mee eee et TNR 16.28 37,237 68 23,298 28 62.56 IBSCRMICHL Maka oootcds 
16. Hazelhurst & Southeastern....| 17.00 21,991 75 18,460 44 3.94 SOM OWL Meters cacti shele 
17. {Wm. Holmes & Son R’y...... 42.67 NTSB 100M TRG SMS. OR se Uses 175300 al kee eercne 
18.) lola & Northern : 2.0)... 4.70 5,490 41 5,113 39 93.13 SLMOS ae eee See 
19. tGlenwood & Northeastern. . TANS 225 00 14,336 48 637.20 ALAC VHA S, Mallee ae ereve ays 
20. Kewaunee,Green Bay & West’n| 36.70 76,947 87 45,719 68 59.42 31,228 19 65 58 
21. {Lake Shore & Eastern (operat- 
Cd by JR. Davis Umber CO.) | oa.5 cb ssl veka ehalosore rs ohefonave severe ebanaretoletotes ert laters (ellis) srshalatele fale. oveilta zit sietotala tasrusystereletog stat atetek stare ger 
22. ||Lake Sup. Terminal] Transfer.} 15.70 66,994 79 A1,615 52 81.52 127529) OOM eye orettieyseeatete 
2S ML DOOMe Mya Oven rer cic srenrs trols 19.36 9,689 83 12,807 28 UGPASI WA *3,117 44 . 
24. {Milwaukee & Superior........ 25.41 42,076 52 25,487 50 60.45 16,639 00 2,856 36 
25. tMarshfield & Southeastern 
(now Wisconsin Central)..... 33.00 37,881 65 20,136 66 538.15 eT 4a OO: Par aieusteovetne 
26. Marinette, Tomahawk & West’n| 38.46 35,779 50 35,778 77 100.00 iicomaml lis cretoxale oktuerers 
27. Minnesota & Wisconsin now A 
BONIC (St UP AU Mors Ns) o.elesciere's 22.67 32,435 76 20,653 54 63.68 VU S2e Loi etarelarecahater sete 
28. qMinneapolis, Str rAshlamad iy Ab sO ile sc rcrsteron cle ccetctelll ote cereteheietetete cis ele ioinie eteieteystais) sva]l lv aneMereed eystate tatere ehet lpialast tere 
29) Northern (Coal R’y. cy.) ) 0. h. 10.19 28,309 34 22,566 32 79.71 5,743 05 25,983 45 
80, Oshkosh Tran. Co. (operated by 
CASE INGAWIL) Mate hates eteleitelafoletee 4,28 9,168 30 2,583 52 28.19 GlOSTE Siew tama sicier= oe 
31. +Rice Lake, *Dallas & Meno- ’ 
MONTE. Ves Gs ce ts Ce aD? 11,340 40 10,098 45 89.01 LOE enna Ase coe 
32. {St. Paul & Duluth (now North- 
ermePaciie)\Mianeceaee.» 13.63 21,642 96 16,643 29 76 .90 4,999 67 6,236 58 
_ 33. ySuperior Belt Line (Great 
INORDINELIE) icvery syalerars) sieke,sbepele oteleveH|l aye ate Cecchetall| cue tesa che ae ievatelavatelltorate latssate otetvatenmticiatedisis aixieledaysl slay atell(-\siaCetanentisiaieteiaierapaiedll (evatuiahel srekeicxers 
34. §Washburn, Bayfield & Iron 
River (now Northern Pac.)...} 34 00 56,857 95 76,768 O01 135.10 *19,910 06 |.......+-.- 
85, Winona Bridge R’v Co......... 54 11,326 85 3,761 56 33 21 AOODSAD Nal le Motel shesetessiere 
36. Wisconsin & Michigan ........ 32.82 76,909 58 54,953 37 71.45 DATES Sie lle Ps rieig clare 
37. Whitcomb & Morris R’y....... 6.00 3,088 67 3,481 71 111.10 ESASIOSN lige e ctepeteracs 
~ 38.) Wisconsin Western ...........- 51.45 40,667 29 46,429 53 114.19 *5,762 24 262 41 
$2,344,689 02 $1,569,025 50 $775,663 55 
| 
*Deticit from operation. {Iwo years, three years. | Four years. §1899. {No reports. 
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pany from its reports to the Railroad Commissioner, and the average for 
five years made as follows: The gross earnings of a road for five years are 
added together and the total is divided by five, which gives the average gross 
earnings for five years. The same method was observed in obtaining the 
average amount of operating expenses and income from operation. Whena 
less number of years than five is reported the average for the years given is 
taken and is shown in the tables.’’4 (See tables on previous page). 

Of these railways the following are controlled by the Canadian Pacific 
Railway through the ownership of a majority of the capital stock: Minne- 
apolis, St. Paul & Sault Ste. Marie Ry. Co.; Duluth, South Shore & At- 
lantic Ry. Co. 


Mileage, Gross Earnings, Operating Expenses, ete., of Railways in Wisconsin 
from 1882 to 1902. 


Percentage 

Year. |Mileage.} Gross earnings. Operating expenses. hon pee 

gross earn- 
ings. 
1882 3,838 $18, 769, 197 $10,276,746 $ 8,492.451 54.8 
1883 4,091 19 707‘858 11,866,096 7,840,762 60.2 
1884 4,245 20,411,574 11,845,576 8,565,998 58.0 
1885 4.279 20,269,097 11,997,947 8,271,150 | 59.2 
1886 4,778 20,972,281 PAST aL 8,661,110 58.7 
1887 5,116 24,578, 206 14,788,619 9,789,587 60.2 
1888 5,276 24,891,619 16,632,125 8,259,494 66.8 
1889 5,406 25,86!,208 17,662,344 8,198,864 68.3 
1890 5,476 26,451,565 16,737,745 9,713,820 63.3 
1891 5,549 28,040,299 18, 063.328 5,976,971 ! 64.4 
1892 5,785 B151382,001 20,082,616 11,649,435 63.3 
18938 5,925 33,263,551 21.533,955 11,729,596 64.7 
1894 6,004 28.318,544 18,285,467 10,043,077 64.4 
[SOD Meee. b. 25,943,860 16,225,097 9,718,763 62.5 
1896 6,093 33,575.971 , 19,990,610 13,585,361 59.5 
1897 6,208 30,632,018 18, 256,045 12,375,973 59.6 
1898 6,374 35,013,931 20,479,724 14,534, 207 58.5 
1899 6,410 37,509,466 23,277,528 * 14,231,938 62.1 
1900 6,497 41, 257.551 25,715,236 15,542,315 62.3 
1901 6,620 40,377,032 20828905 15,087,945 62.6 
TOMS hia coat 45,079,163 28,142,087 16,937,076 62.4 
Total 21 years $612,655,042 $379,459, 149 | $233, 195,893 61.9 


The method by which the Wisconsin Tax Commission attempted to solve 
the problem as to whether the railroads were paying their just share of taxa- 
tion is as follows. ‘‘The Commission from the investigation of facts and 
statistics covering a period of seven years from 1895 to 1901 has ascertained 
and determined the true cash value of all the taxable property in the State to 
be the sum of $1,504,346,000. 

» “The total amount of State, County and local taxes as reported to the 
Commission by the Secretary of State for the year 1901 is $20,053,635.45. 

“The amount of taxes thus reported includes the one mill tax of $1,- 
456,284, which is an increase in that tax in 1901 of $806,284 over 1900. The 
local taxes in the State should be $806,284 less in the following year. The 
sum of $806,284 should, therefore, be deducted from $20,063,635.45 leaving 
a balance of $19,257,735.45, which is the just and proper amount of all 
siate, county and local taxes in 1901 for obtaining the rate of tax. 

“The license fees paid by all the railways of the State in 1902 are $1,- 
711,900.18. 


4 Report of 1903, pp. 206, 208. 
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“The lowest amount of the market value of the stocks and bonds of the 
railways of the State on the average of seven years (1895-1901) after deduc- 
tions of lands and collateral bonds is $217,854,026. SM 

“The lowest valuation of the railways obtained by the capitalization of 
their income from operation for eleven years (1892-1902) is $220,341,950. 

“To ascertain the taxes the railways would pay on the valuation of their 
property on the ad valorem basis on either of the amounts above given it will 
first be necessary to calculate the rate per cent. to be applied to said amount 
in order to obtain the total of taxes on such property. 

“The total value of the taxable property of the State should be added 
to the value of the railroads and the state, county and local taxes of 1901 
should be added to the license fees paid in 1902 by the railways to ascertain 
the rate per cent. which would be levied if both kinds of property were taxed 
on the ad valorem basis. 

“Tn case the railways were assessed and taxed by the ad valorem method 
on said valuation, the total taxes on railway property at the rate per cent. 
stated would be as follows: ¢ 


—— Valuation. Rate of tax. | Amount of tax. 


(eh LOO, ov" ety pure cat $217,854,026 1.2176 $2,652,590 62 
ESOZ O02 yrs te Mee, eee 220,341,950 1, 2093 | 2'664,950 20 


I. 


This would mean about one million dollars a year of increased taxation 
from the railways of the State. Here it is only necessary to draw attention 
to the fact that the valuation of the railways of Wisconsin is reached by capi- 
talizing their income at six per cent. though the railways claim that it should 
be eight per cent. As the representatives of the railways point, no such at- 
tempt is made to get at the valuation of other property in the State, and in- 
deed what we find is that the total value of the taxable property of the State 
is given as $1,504,3846,000, while the valuation of the railways is $220,341,- 
950, which gives the rather remarkable result that the general taxable prop- 
erty of the State is less than seven times the railway property. This on the 
face of it would seem to support the contention of the railways that their prop- 
erty is valued out of all proportion to the other property of the State. 

The State Tax Commissioners in their instructions to the assessors 
throughout the State indicate that the general property of the State is not ade- 
quately valued and that it is extremely difficult to secure an adequate valua- 
tion. Thus they say: ‘‘Failure to accurately value property for taxation is 
the source of much complaint and litigation, and the great difficulty in the 
work of the town, county and State boards of equalization. For many years 
it has been the practice in nearly all parts of the State to assess all kinds of 
property at vonsiderably less than actual value. The practice cannot be too 
strongly condemned. From it spring virtually all the evils of incorrect 
valuations and much of the inequality in the apportionment of tax burdens. 
It is of course true that an assessment made uniformly at one-third or one- 
half, or any other fraction of full value, could work no injustice as between 
individual tax payers in the same assessment district. In some districts this 
may have been accomplished as nearly as human skill and justice can ordi- 
uarily approximate such result in the time afforded for the work. It has 
doubtless been attempted with varying degrees of diligence and success in 
many other districts. But in a large number of instances it would be diffi- 


42 Report of 1903, pp. 215-17. 
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cvlt if not impossible to discover any uniform ratio or proportion between as- 
sessed and true values. It is not believed that such conditions are often due 
to intentional omission of duty on the part of assessors. Long continued 
practice of undervaluation has resulted in a gradual and almost unconscious 
adoption of arbitrary valuations or sets of valuations for assessment pur- 
poses having little reference and no uniform relation to true values. This 
comes about in part from taking valuations to some extent from former as- 
sessment rolls, comparing one item or property with another, which in turn 
has been valued by comparison with still another, and so on, without keeping 
in mind the true value or a definite percentage of true value as a fixed stand- 
ard. In this way great want of uniformity may exist in the assessment of 
a single district without intention on the part of the assessor to favor 
anyone.’’43 
The President of the State Tax Commission stated that the local value 
of property had been increased from $650,000,000 to $1,200,000,000, while 
the State assessment of the same property, on which the apportionment of 
State tax was made to the various local districts, had been increased from 
$630,898,000 to $1,753,000,000 in 1903. This will illustrate the uncertainty 
of securing assessments at full cash value. As illustrating the relations of 
the various systems, local and central, to each other, we may take the follow- 
ing statement of the President of the Commission. ‘‘Last year the State tax 
was $2,325,916, county taxes, including special charges for charitable and 
penal institutions, amounted to $5,120,410. Total township, city and village 
taxes, including school districts, amounted to $12,782,184, making a total tax 
of $20,228,510. This will show the proportion of State taxes to county and 
local taxes. In raising that twenty million the local rate varies from one 
district to another; the county rate also varies; the State rate is uniform 
throughout and we endeavor to make a rate for each county so that it will be 
equal for all of them. As the State Board of equalization, we fix our own 
local value for State purposes. When we make a levy the Secretary of State 
fixes a rate and decides how much will be apportioned to each county. The 
county clerk and county board make a distribution of that between the various 
eee districts in their country. They can raise the taxes in any way they 
ike.’’44 
When we come to see how the total valuation is distributed between per- 
sonal property and real estate, what we find under the State Board assessment 
is the following: 


State Board Assessment. Personal Property. Real Estate. 
1899 | $119, 736,025 $ 505,263,975 
1900 126,309,232 | 503,690, 767 
1901 249,934, 861 | 1,186,349, 139 
1902 277,969,027 1,226,376,973 


— = oe 2 — 


Now nothing has been more obvious in recent years than the enormous 
imerease in the value of personal property as compared with real estate. 
‘That these returns show, in the first place, a very much smaller return of 
personal property than of real estate, and, in the second place, a slightly less 
proportionate increase in personal property than in real estate, plainly indi- 
cates that in Wisconsin, as in many other states, personal property does not 


43 Instructions to assessors and Boards of Review, Wisconsin, 1904, p. 35. 
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bear its full share of taxation. If, then, it is found possible to assess rail- 
roads at their full value both as to personal property and real estate, we may 
realize the ground upon which the railroads claim that they are required to 
pay a larger proportion of the public taxes than their property warrants. 

The Act as passed in 1903 as the basis of the new system of taxation in 
i isconsin will come into operation in 1905. Its chief features are as fol- 
ows :— 

“Definitions and construction : 

3. The term ‘‘property of a railroad company,’’ as used in this act, 
shall include all franchises, right of way, roadbed, tracks, stations, terminals, 
rolling stock, equipment and all other real and personal property ‘of such 
company used or employed in the operation of the railroad or in conducting 
its business, and shall include all title and interest in such property as owner, 
lessee or otherwise. Real estate not adjoining its tracks, stations or termi- 
nals, and real estate not necessarily used in operating the railroad, is ex- 
cepted and shall be subject to taxation like the property of individuals.’’ 

“Reports to be made by railroad companies. Section 5. 

‘“‘Hvery railroad company operating a railroad in this state shall annu- 
ally, between the first day of July and the first day of September in each 
year, under the oath of the president or other chief officer and the secretary, 
treasurer, auditor or superintendent of such company, make and file with the 
board in such form as said board may prescribe, reports containing the fol- 
lowing facts: 

‘1. The name of the company. 

“2. The nature of the company, whether a person, association, com- 
pany or corporation, and under the laws of what state or country organized, 
the date of original organization, date of reorganization, consolidation or mer- 
ger, with specific reference to laws authorizing the same. 

“3. The location of its principal office. 

“4. The name of the place where its books, papers and accounts are 


“5. The name and postoffice address of the president, secretary, treas- 
urer, auditor, superintendent, general manager, counsel, directors and all 
other general officers. 

‘6. The name and postoffice address of the chief officer or managing 
agent of the railroad company in Wisconsin and of all other genera] officers 
residing in the state. 

“7, The total number of shares of capital stock. 

“8. The par value of the shares of the capital stock for the whole sys- 
tem showing separately. 

(I) Amount authorized, (II) Amount issued, (III) Amount outstanding, 
(IV) Also the dividends paid thereon. 

“9. The market value of the shares of capital stock for the whole sys- 
tem, on the dates and for the periods the board may request or specify. 

“10. If such capital stock has no market value, the actual value on the 
dates and for the periods designated by said board. 

“11. The funded debt of the railroad company for the wnole system, 
and a detailed statement of all series of bonds, debentures or other securities, 
forming a part of the funded debt at par value, with date of issue, maturity, 
rate of interest and interest paid. 

“12. The market value of each series of funded debt for the whole sys- 
tem on the dates and for the periods designated by said board, and if the 
whole or a part of such funded debt has no market value then the actual value 
thereof for such dates and periods as said board may specify. : 
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“18. Such general description of the real estate of the railroad com- 
pany owned or operated in Wisconsin as would be sufficient in a conveyance 
thereof, under a judicial decree, directing a sale for taxes to vest in the 
grantee all title and interest in and to the said property. 

“14. A like description of the personal property, including moneys and 
eredits held by the company as a whole system and the part thereof appor- 
tioned to the line in Wisconsin. 

“15. A statement in detail of all capital stock, bonds or other securi- 
ties of such railroad company owned by, or held in trust for the company 
and the capital stock, bonds or other securities of other persons, companies or 
corporations owned by, or held in trust for it, and the par value and the mar- 
ket or actual value of the same. 

“16. The whole length of the lines of the railroad system operated by 
the company and the length of the lines in Wisconsin whether operated as 
owner, lessee or otherwise. The length of the line owned and the length of 
of the line operated for the whole system and in Wisconsin, shall be sepa- 
rately reported. 

“17. The entire gross earnings of the railroad company from operation, 
income from operation and the income from other sources for the whole sys- 
tem, and in Wisconsin, and the disposition made of such income. 

“18. The entire gross earnings of such railroad company in Wisconsin 
for each and every month for each calendar year ending on the thirty-first 
day of December. 

‘‘19. The annual reports of the board of directors or other officers to tha 
stockholders of the company, duplicates of the annual reports made to the 
jnterstate commerce commission, to the railroad commissioner of this state 
and to the railroad commissioners or state officers or boards of the other 
states in or through which their lines are operated. 

“20. Such other facts and information as said board may require in the 
form of returns prescribed by it. 

“Blanks for making the above reports shall be furnished to such compa- 
nies by said board except for the copies of reports required under the provi- 
sions of subdivision 19 of this section. 

‘‘In case any company refuses or neglects to make the reports required 
by this act, or refuses or neglects to furnish any information requested, the 
board shall inform itself the best it may on the matters necessary to be known 
in order to discharge its duties with respect to the valuation and assessment 
of the property of such company.”’ 

‘‘Assessment, how and when made; preliminary hearing. Section 7. 
The board on or between the first day of September and the first day of No- 
vember in each year, according to their best knowledge and judgnient shall 
ascertain and determine the true cash value of the property of each railroad 
company within the state. Every such company shall be entitled on its own 
motion to a preliminary hearing and to present evidence before such bceard at 
avy time cn or between the first and fifteenth days uf September, relating to 
the value of the property of such company, or to the value of the general 
property of the State. . . . The value of the property of railroads for 
assessmeu* shall be made as of the same time, and in like manner, as the value 
of the general property of the state is ascertained and determined by the 
board. The board shall prepare an assessment roll and place thereon after 
the name of each railroad company assessed, the follow:ng general descrip- 
tion of the property ‘‘of such railroad company, to-wit.: ‘‘Reuxl estate, right 
of way, tracks, stations, terminals, appurtenances, rolling stuck, equipment, 
franchises and all other real estate and personal property of said company; 
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which shall be deemed and held to include the entire property and franchises 
of such railroad company within the state, and all title and interest therein. 
For the purpose of determining the true cash value of the property of each 
company, appearing on the assessment roll, the board may, if deemed naces. 
sary, view and inspect the property of such company and shall consider the 
reports filed in compliance with this act, and the reports and returns of the 
company filed in the office of any officer of this State, and such other eviden:'e 
or information as may have been taken or obtained bearing upon the true 
cash value of the property of the railroad company assessed. In case of 
railroad companies which own or operate railroads lying partly within and 
partly without the state, the said board shall only value and assess the prop- 
erty within this state. In determining the value of the portion within the 
state the board may take into consideration the value of the entire system, 
the mileage of the whole system and of the part within this state, togeher 
with such other information, facts and circumstances as will enable the board 
to make a substantially just and correct determination. 

‘Review of valuation of railroad property; hearing: Section 10. Any 
railroad company interested shall have the right to appear and be heard as 
to the value and assessment of the property of such company and the tax to 
be levied thereon, and as to the value of the general property of the state, 
and the board may on such application or of its own motion correct the valua- 
tion or assessment of such company in such manner as will in its judgment 
make the valuation thereof just and relatively equal with the valuation of the 
general property of the state. 

‘“‘Aggregate of state and local taxes to be basis of tax rate of railroad 
property. Section 11. The board on or before the first Monday in Decem- 
ber and the fifteenth day of January in each year upon returns from the sec- 
retary of state, or from county, town, city and village officers or both, shall 
ascertain and determine the aggregate tax in the whole state for state, county 
and local purposes levied on the general property of the state, excluding spe- 
cial assessments on property for local improvements, and when the aggregate 
oi all taxes, state, county and local consolidated, is thus ascertained and de- 
termined, the amount thereof shall be entered on the records of the board. 

‘‘Average rate of taxation to be rate of taxation of railroad property, 
how determined. Section 14. From the aggregate true cash value of the 
general property of the state and the aggregate of taxes determined and en- 
tered on the records, the board shall compute and determine the average rate 
cf taxation, state, county and local consolidated, by dividing the aggregate 
taxes by the aggregate true cash value of the general property of the state 
upon which said taxes were levied, which said rate so arrived at and deter- 
mined shall be entered upon the records of the board and shall constitute the 
rate of taxation on the true cash value of the property of the railroad com- 
panies liable to taxation under this Act. 

‘‘Assessments of 1904 and 1905. Section 22. The first assessment of 
the property of railroad companies under this act shall be commenced in the 
year 1903, and be completed in the year 1904, and shall be known as the as- 
sessment of 1904, and the second assessment of the property of railroad com- 
panies under this act shall be commenced in the year 1904 and completed in 
the year 1905 and shall be known as the assessment of 1905. 

‘“‘Property exempt from other taxes; stock held in state exempt. Sec- 
tion 25. The taxes and license fees imposed by this act shall be in lieu of all 
other taxes on the property of such railroad companies necessarily used in the 
operation of such railroads in this state, except the same shall be subject to 
special assessment for local improvements in cities and villages. The taxes 
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and license fees hereby imposed or paid by such companies shall also be in 
heu of all taxes on the shares of stock of such railroads owned or held by in- 
dividuals of this state and such shares of stock in the hands of individuals 
shall be exempt from further taxation. 

“‘Taxes and license fees collected to become part of general fund. Sec- 
tion 26. All taxes and license fees collected from railroad companies under 
the provisions of this act shall be paid to the state treasurer and become a 
part of the general fund for the use of the state. 

‘‘Board may appoint expert engineer and acountant, office force and as- 
sistants. Section 27. The said board is authorized and empowered to em- 
ploy an expert engineer, an expert accountant and such clerks and assistants 

us may be necessary to properly perform the duties imposed by this act and 
in the work of the valuation and taxation of the property of railroad compa- 
nies, and to fix their compensation.’’4s 

Up to 1899 the tax on sleeping and palace car companies as distinct from 
railway companies was a license tax levied according to gross earnings as in 
the case of railways. The return to be made required a statement of the 
gross earnings of the Company’s cars within the State limits. Upon these 
gross earnings a tax of four per cent. per annum was levied. By the act of 
1899 this system was changed to the ad valorem basis. In the case of sleep- 
ing car companies the tax is levied upon that portion of the value of the capi- 
tal stock of the company which is considered to be represented by the employ- 
ment of cars within the State. The assessment is made by the State Board 
of Taxation and is based upon returns required to be furnished by the sleep- © 
ing car companies to the State Treasurer on blanks furnished by him. From 
the data furnished the State Board determines the proportion of the value of 
the stock of the company employed in the sleeping car business. Dy ascer- 
taining the total number of miles over which the cars of the company oper- 
ate, and dividing this into the amount of capital stock, the value per mile of 
tbe stock is obtained. This being multiplied by the number of miles over 
which the company operates within the State of Wisconsin gives the amount 
of taxable value of the Company within the State. Upon this the average 
Fale a taxation for the State, as made up for the State and local rates, is 

evied. 

Freight line and equipment companies are treated in a similar manner. 
In the case of express companies, which are treated on the same basis, the 
ocean mileage of their business is not included in determining the value of 
the capital per mile. 


VIEWS OF WESTERN RAILWAYS ON THE SUBJECT OF 
TAXATION. 


The Ontario Commission, partly by personal interviews and partly from 
printed reports of conferences between representatives of the railroads and 
the Wisconsin and other Tax Commissioners, obtained the views of repre- 
sentatives of some of the leading railroad companies centering in Chicago. 
These had special reference to the validity and justice of the system of taxa- 
tion lately adopted by the States of Wisconsin and Michigan. However, as 
these arguments apply to various proposed methods for the valuation of rail- 
road property, for purposes of taxation, a summary of them will throw con- 
siderable light upon the subject of railroad taxation in all the Western 
States at least. 


* Chap. 315, Laws of Wisconsin, 1903. 
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Most of the western railroad companies having terminals in Chicago, 
owing to the numerous changes and experiments of the Western States in 
connection with the subject of railway taxation, have found it necessary to 
maintain a separate department of railroad administration to deal with ques- 
tions of taxation alone. The head of such a department is known as the Tax 
Commissioner of the railway. As he has to deal with the various systems of 
taxation apphed in the different states through which any part of his rail- 
way may run, he is usually in a position to discuss railway taxation with a 
wider range of knowledge and experience than the Tax Commission of any 
single state, except where its members may have made a special study of the 
sy stems of other states. 

The first railway commissioner interviewed by the Ontario Commission © 
was Mr. Frank P. Crandon, Tax Commissioner for the Chicago and North- 
western Railway, one of the most important systems of the West. In com- 
mon with most railway men, both east and west, he considered the railway 
assessment recently adopted by Michigan as the most unjust in comparison 
with the assessment of other property. With reference to Wisconsin, the 
railways were suspending judgment, as they had not yet been notified of their 
assessment in that State under the new ad valorem system. In discussing 
the various methods of valuing railways, Mr. Crandon considered the stock 
and bond basis of valuation, as determined by the market quotations, a very 
ursatisfactory one. The manipulations of the market often had little or no 
relation to the actual condition of the road whose stocks and bonds happened 
to be traded in. In many cases the better class of railway securities were 
not dealt in on the market, for the simple reason that they were held either 
as trust securities or by other corporations. Moreover, the value of the stock 
and bonds of a company must depend upon all its earnings, whether these are 
derived from transportation or not, and it therefore becomes unfair to tax 
a company on a mileage basis in any given state when the value of its secur- 
ities may not depend upon its business in that state, in any just proportion 
to its mileage init. In illustration of the uncertain fluctuations of the mar- 
ket values of stocks and bonds, Mr. Crandon pointed out that in 1902 the C. & 
N. W. preferred stock was selling at 273. Though the road had since been 
considerably improved and had better earning power, the same stock had 
lately been selling for 163. To take an average over a period of years would 
doubtless minimize the errors due to fluctuations in market rates, but from 
such an unreliable source a just basis of valuation could not be derived. 
Mr. Crandon has discussed these questions with some others in a special 
pamphlet entitled, “Objections to the Stock and Bond theory of Railway As- 
sessment,’’ presented to the Ways and Means Committee of the Iowa Senate, 
1902. 

Net earnings Mr. Crandon considers to be the soundest basis for the 
taxation of railways. In determining net earnings the operating expenses 
and other legitimate charges have to be deducted from gross earnings. Le- 
gitimate operating expenses should consist only of that outlay which is neces- 
sary to keep the physical condition of a railway up to the standard deter- 
mined by past capital expenditure. Any improvements which render the 
road a more valuable property than before, ought to be charged to capital ex- 
penditure, and any earnings devoted to shee purpose should still be regarded 
as net earnings. A wide practical experience proves that legitimate operat- 
ing expenses will usually amount to between 63 and 70 per cent. of the gross 
esrnings. Mr. Crandon’s views on these subjects were shared by practically 
all the railway companies centering in Chicago. 

In a printed report of the ‘‘Arguments as to the fair Taxable Value of 
Railway Property in Wisconsin, of the Chicago and Northwestern; Chicago, 
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Milwaukee and St. Paul; and Chicago, Burlington and Quincy Railroad Com- 
panies in February, 1904,’’ we have some interesting discussions between the 
representatives of these railways and the Wisconsin State Tax Commission. 
In this conference, Mr. Crandon maintained that since the State of Wiscon- 
sin has reverted to the ad valorem system it should treat railways as it treats 
cther property in the State, namely by valuing the tangible property alone. 
For the C. & N. W., that would amount to $45,208,566. The Commission, 
lLowever, in capitalizing its income at six per cent. had valued it at $82,485,- 
172. Mr. Crandon did not deny that railways might have an intangible value 
over and above their physical value, but this was exceedingly difficult to de- 
fine and discover. This phase of value, however, was not peculiar to rail- 
ways, as compared with other forms of property, and since no attempt was 
made to assess this value in the case of private property, equity required that 
it should not be done in the case of railways. Again, in valuing roads on a 
mileage basis, the value of all property not strictly pertaining to the opera- 
tion of the railway should be deducted, also the values of the terminals in 
large cities, which should not be taxed by states in which they are not located. 
‘The valuation of the main track alone, for a whole system, might fairly be 
distributed on a mileage basis. This, however, might result in inequality 
where only branch lines ran into particular states. Instances of this were 
given by respresentatives of some of the other railways. As to the franchise 
value of a railway, Mr. Crandon argued that it was not in the nature of a mo- 
nopoly, such as the franchise granted, for instance, to a street railway to use 
the streets of a town or city. For such franchises, constituting a monopoly 
privilege, street railways were usually required to pay considerable sums to 
the municipalities. A railway, however, may be paralleled at any time and 
its opportunities for doing business greatly curtailed. Hence, no special tax 
should be levied upon railways in virtue of their so-called franchises. 

In reply to a request from the president of the Wisconsin Tax Commis- 
sion to state the chief elements which ought to be taken into account in valu- 
ing railways, presumably on the ad valorem basis, Mr. Crandon stated that 
the values might be grouped under two heads, first those which dealt with the 
tangible property, second, those which pertained to the intangible elements. 
Under the first the most important element was the physical property. The 
iniangible values will depend very much upon the earnings of the property 
which, as already pointed out, are often very different from the earnings of 
the business as a whole, including as they do other sources of revenue besides 
the operation of the railway. He considered the earning power of the roada 
very fair basis for determining its value, taking the earnings as averaged over 
five-year periods. 

Mr. A. S. Dudley, Tax Commissioner for the Chicago, Milwaukee & St. 
Paul railway, the other most important road operating in Wisconsin, pre- 
sented his views on the subject of taxation. The cost of the reproduction of 
their line in Wisconsin they had found to be $59,269,760, and its present 
value was entimated at $44,974,994. The estimate of its capitalized value 
as*imade by the tax commission was $88,099,203. He also held that since 
Wisconsin had reverted to the ad valorem system it was absolutely essential 
that the railways should be valued on the same basis as all other property, and 
hence unless intangible property were assessed to individuals and other cor- 
porations it should not be included in the assessment of railways. He quite 
agreed with Mr. Crandon as to the futility of attempting to get at true values 
through the market quotations of stocks and bonds. If railways have a 
greater source of income than is represented by their physical property, so 
have other corporations and private individuals, but they are assessed only 
on their actual property, and as there is no income tax in Wisconsin the rail- 
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ways should not be taxed upon income when other incomes escape. The sole 
professed object of introducing the ad valorem system in Wisconsin was to 
put the railways upon the same basis as other property in the matter of taxa- 
tion, and the ad valorem system should not, therefore, be employed to take 
more out of railways than out of other property. 

The President of the Commission stated that the railways were required 
by law to be valued.on their franchises, while other property was not, and 
if there was any inequality it was the fault of the law, not of the assessors. 

Mr. G. K. Peck, the General Counsel for the C. M. & St. P. maintained 
that if railroads were to be assessed on franchise values then all other corpora- 
tions and individuals should be taxed on the same basis. 

Mr. W. W. Baldwin, assistant to the President of the Chicago, Burling- 
ton & Quincy Railway, represented that railroad, which is the third in im- 
portance of those operating in Wisconsin. His evidence brought out the in- 
teresting fact, from the point of view of the ad valorem system of taxation, 
that the cost of grading the C. B. & Q. averaged about $12,000 per mile, 
while the grading of the C. & N. W., and the C., M. & St. P., averaged only 
about $6,000 per mile. This was due to the location of the former line along 
the Mississippi river, yet the relative value of the roads bore no relation to 
this difference in the cost of construction. _ 

Mr. Baldwin put the value of the reproduction of the C., B. & Q., in Wis- 
consin at $6,320,000, while the Commission had capitalized it at $10,074,078. 

Of the traffic of this road in Wisconsin, 88 per cent. neither originated 
nor terminated in that state. It simply passed through it, representing busi- 
ness done between Minneapolis and St. Paul, on one hand, and Chicago on 
the other. At the same time the taxes paid to Wisconsin on this transit 
traffic averaged, for the last seven years, $240 per mile annually, which was 
in excess of the average per mile for the whole system. 

In dealing with the question as to whether railways could be valued on 
the same basis as ordinary private property, Mr. Baldwin said that in valuing 
a horse, a watch, a farm or a share of bank stock, one has simply to consider 
‘‘what it will sell for or what you can get another equally good for,’’ and this 
is a thoroughly sound principle in such cases. But this cannot be done in 
the case of railways and ‘‘one reason why you cannot do this is because of the 
practical difficulties in the way. There is no market for railways.’’ The 
consequence is that various expedients, not applied to other property, are 
adopted to enable assessors to get at the value of railways. ‘These are, 
among others, valuation of franchises, assessment on bonds and stocks, the 
capitalizing of income, etc. “‘You must be conscious of the steadily increas- 
ing tendency of all forms of wealth to assume corporate shapes and the in- 
creasing facility with which they are evading taxation. At the same time 
you are being asked to adopt expedients through which, by construction and 
indirection, wealth invested in railways may be reached.’’ He then quotes 
trom the report of the United States Industrial Commission of 1901, as to the 
unsatisfactory result of the attempt to deal with all classes of property on the 
same basis of valuation, and particularly on the ad valorem basis. He adds 
his own conviction, “that the experience of thirty years with the ad valorem 
aystem, as applied to the taxation of railroad property in this country, has 
substantially demonstrated that it is not a sound, or wise, or truthful system, 
from the economic or scientific standpoint. From the political standpoint, 
it is probably all right. Wherever there is a popular feeling that a system 
for taxing railroads should be adopted, whereby their property is ‘valued’ in 
tbe same way that other property is valued, then let them pay the same taxes 
that other people pay, it is probably a sound political expedient to yield and 
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undertake the impracticable. But, from the broader standpoint of a true 
system of taxation, it is a failure.” » 

Mr. Baldwin objected to the general principles of the mileage basis for 
distributing total values as between states. It is not fair to tax a railway on 
ite whole valuable system simply because it happens to have a branch line of 
little importance in any given state, as in the case of the C. & N. W., in 
Michigan, or the Illinois Central in Wisconsin. The truth of this position 
the President of the Wisconsin Commission admitted in the interview with 
the Ontario Commission. 

In common with Messrs. Crandon and Dudley, Mr. Baldwin objected to 
the stock and bond basis of valuation and stipulated that if earnings were to 
be taken as a basis for capitalization, only those earnings should be considered 
which are derived from the business of transportation and from traffic within 
the state. ‘‘Nobody disputes that both earnings and stock market quota- 
tions throw light upon railroad values. What we protest against is the rank 
injustice of using these things when they may indicate exaggerated values, 
with the moral certainty that they will be ignored when they indicate low 
values, while all our experience teaches that in the railroad business the pe- 
riods of depression and low earnings are sure to come.’’ He stated that at 
present the C. B. & Q., pays to Wisconsin more than 12 per cent. of its net 
ecrnings. This is practically the same proportion as that paid by the C. & 
N. W. and the C. M. & St. P., while several of the smaller roads pay larger 
percentages. He then points out that practically no other individual or cor- 
poration has to pay such a percentage upon net earnings. In conclusion he 
maintains that a rate of nine per cent. on net earnings or three per cent. gross 
earnings would be a more equitable system and rate of taxation than any other 
that could be devised. 

In Minneapolis the Ontario Commission interviewed Mr. H. B. Dyke, 
Tax Commissioner for the Minneapolis, St. Paul and Sault Ste. Marie Rail- 
way, which is really a branch of the Canadian Pacific Railway, and which 
passes through several states including North and South Dakota, in which, 
as in most of the Western States, they have the ad valorem system in rail- 
way taxation. In North Dakota the railways are assessed on a mileage 
basis. The valuation is made on the basis of right of way, road bed, rails, 
equipment and franchise. “The last time I was up before the State Board 
of Equalization,’’ said Mr. Dyke, “I tried to impress upon them the rule 
that an equitable system would be to take the earnings as a basis, but they 
held that the law did not require them to take into consideration the earn- 
ings, that it was not an element that should enter into the value of the 
road, but that what they should do was to find the actual value of the fran- 
chise. I contended that a franchise had no more intrinsic value than what 
you could get it for,—say $50—merely the right to do business.’’ 

Again, with reference to the operation of the system in North Dakota, he 
says ‘‘Our taxes are approximately about $120,000 being an assessment on 
three hundred and sixty-one miles. As I said before, we are assessed at 
about $7,000 per mile on main line, and about $6,000 per mile on branch line. 
We consider we are overtaxed in North Dakota for the reason that as far as 
our particular line is concerned we are situated somewhat peculiarly. There 
is the Great Northern and the Northern Pacific; the latter is assessed at $7,- 
500 per mile, and we are, therefore, assessed within $500 per mile of what the 
Northern Pacific is. _ Now the Northern Pacific has a bridge across the Mis- 
_ souri River that would build every foot of our line from Hankinson to Bis- 
mark. They have a better track, heavier rails, it is an older road, they have 
a station at Bismark the cost of which is equal to that of several stations on 
our road, they have extensive shops at Fargo, they have large terminal yards 
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at Jamestown and at Dickinson and our assessment ought not to be over half 
ef what the Northern Pacific is. Again, they run through much better ter- 
ritory, their earnings, over and above operating expenses, are much larger 
than ours. The Great Northern is also assessed at $7,500 per mile, and yet 
there ought to be some difference between these two roads. The Northern 
Pacific has much the better road. The whole story is that the system in 
North Dakota is radically wrong, any system is radically wrong that will per- 
mit a Board to make an arbitrary assessment, as they do in North Dakota. 
lf they would assess railways as they do other property it would be entirely 
different. . . . For railroads situated in practically a new country, such 
as our line traverses, I think that taxation based upon gross earnings is the 
most equitable for all parties.’’4 

He would, however, have the rate of gross earnings graduated according 
to the income of the road per mile. 

M. Dyke specially objected to the ad valorem system where there was 
no standard of valuation and no basis of reference. The Board of Assessors 
or the Tax Commission, or whatever be the name of the assessing authority 
in the different states simply puts a general valuation on the property without 
being required to state how that valuation is arrived at or of what factors it 
is made up. 

‘Though these views of the representatives of the railways were given, a8 
a rule, in reference to special states, yet they apply in general to the various 
Western States in which the ad valorem system is in operation. It should 
be noted, however, that the railways do not necessarily take exception to the 
actual amount of taxes levied upon them in each of the States having the 
ad valorem system. They were, as a rule, contented with the Illinois rate 
of taxation and did not specially complain of Indiana, and yet they did not 
consider the system of taxation as a sound or safe one. 


MINNESOTA. 


The system of taxing railroad companies upon their gross receipts alone, 

has been in operation in Minnesota for upwards of thirty years. It is still 
considered, alike by the great majority of the people, the railroad companies, 
and the officials who administer it, as the simplest, fairest and most efficient 
eystem which can be devised. 

Before 1887 the system, though accepted by most of the railroads, was 
not compulsory on all. In that year, however, the law was changed, mak- 
ing taxation upon gross income imperative and uniform for all railroads. 
This tax is in lieu of all other levies throughout the State, except in the case 
of special assessments for local improvements. But lands held by the rail- 
roads, when sold or leased to other parties, become subject to ordinary taxa- 
tion. In 1895 an act was passed providing that lands held by the railroads, 
but not used in connection with their operation, should be subject to ordinary 
taxation. The validity of this act has been disputed by the railroad com- 
panies. 

The process of assessment and taxation, under the Minnesota system, is 
a very simple one. Every road must make to the State Railroad and Ware- 
house Commission an annual or semi-annual report of the gross earnings 
of the company within the State of Minnesota. It is the duty of the Com- 
mission to verify this report and then to certify to the State Auditor the 
gross earnings, the per cent. to be charged thereon and the total amount of 
taxes due by each company. The duties of the Auditor are confined to 
making a draft upon the respective companies and placing the collection of 
it in the hands of the State Treasurer. . 


46 Ont. Com. Interviews. ‘ 
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The rate of the tax on gross earnings is fixed by statute at one per cent. 
for the first three years of operation, two per cent. during the next seven 
years, and three per cent. thereafter. To secure payment of taxes, the 
State has a first claim upon all property, real and personal, belonging to 
the railroad. Though there is little disposition in Minnesota to change the 
system of railroad taxation, yet there is considerable agitation a“oot to in- 
crease the normal rate on gross earnings from three to four per cent. The 
representatives of the railroads maintain that the existing rate of three per 
cent. is quite high enough in proportion to the taxes paid by othec forms of 
property. Politicians, however, and the State officials claim, and support 
their claim with various statistical arguments, that the railroads should pay 
a larger percentage. A popular movement with this object in view has 
been on foot for some years, and is still an active issue in practical politics. 


This is only part of a more general movement for the readjustment and 
improvement of the general system of taxation in Minnesota. In L901 a 
State Tax Commission of three persons was appointed, whvuse duties were 
summarized as follows: ‘‘The duties of said Commission shall be to make 
a tax code for the State of Minnesota. Such code shall includ? a c*mplete 
system for the just and equitable taxation of all forms of property. both ian- 
gible and intangible, and shall be properly indexed and prepared in the form 
of a bill or bills for presentation to the Legislature. Said code shali include 
provisions for a permanent Tax Commission, and.shall define its duties, 
powers and compensation. The Commission shall also prepare an: report, 
a bill or bills providing for any constitutional amendments which may be 
necessary for properly carrying out the system of taxation recommended hy 
the Commission.’’47 


The report of this Commission contains some very interesting and sug- 
gestive references to the taxation of corporations in general, including rail- 
roads and other transportation companies. - The members of the Commis- 
sion visited a number of states in which the subject of taxation had received 
special consideration. The advantages of such a course are thus expressed ; 
“Tt visited during the month of April the following cities : Chicago, Lans- 
ing, Indianapolis, Columbus, Albany, Boston and Philadelphia. It held 
lengthy conferences upon the subject of taxation with public officials and 
others. It is impossible to overestimate the value of the information thus 
acquired. Had time and means permitted, several other states might have 
been visited with great, if not equal profit.’’4 


Their general impression as to the prevailing system of the ad valorem 
general property tax is thus recorded : ‘‘No system of taxation now in force 
in any of the States of this country is attended with wholly satisfactory re- 
sults. The principles of equality and uniformity, so essential to every just 
revenue measure, are generally unattained. While approximately obtain- 
able in the taxation of real property, they have little practical meaning in the 
taxation of personal property. Nor is the cause obscure. Real property 
has a fixed situs and is visible; while personal property, in many of its forms, 
is either invisible or easily concealed. So universally is the evasion of the 
law in the assessment of personal property practiced and so notorious is the 
fact that much the greater volume of it is unassessed, that its evasion is often 
regarded as a virtue rather than a vice. In few, if any, States is more than 
twenty-five percentum of the personal property liable for taxation listed for 
assessment.’’49 


47 Report of the Tax Commission for the Purpose of Framing the Tax Code, St. Paul, 
Minn., 1902, p. 3. = slbidh pio: 49 Report of Tax Commission, p. 6. 
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With reference to the taxation of personal property in their own State, 
they say : ‘‘It should be increased manyfold, for the amount of such pro- 
perty now upon the tax lists is but a fraction of what may and should be 
listed. | With anything like a fair listing of personal property, the volume 
of assessed property throughout the State would be so greatly increased as to 
have a marked effect in reducing rates of taxation, both State and local.’’s° 

The Commission recommends the establishment of a completely organ- 
ized system of assessment embracing the township, county and State factors 
under the supervision of a central board of tax commissioners, three in num- 
ber. The functions of these tax commissioners would be similar in nature to 
those of the two special tax commissioners of Indiana. In the words of the 
report; ‘‘Its jurisdiction will extend throughout the State. It will be given 
ample powers as to the assessment of property. It will be its duty, gen- 
erally speaking, to see to-it that all the property of the State liable to assess- 
ment is assessed according to its true value in money, so far as that is practi- 
cally obtainable. 

‘The great office of the Tax Commission will be to counteract local ten- 
dencies to depress valuation of property. If it properly discharge its duty, 
all classes of property will be assessed and taxed according to an uniform rule. 
It may, whenever it believes the assessment made in any district is not in 
whole or in part in substantial compliance with law, direct the reassessment 
of same.’’s! 

The system at present in operaton in Minnesota is much like that of 
Illinois and evidently experiences some of the same difficulties. ‘“The State 
Board of Equalization, as at present constituted, is composed of eighteen 
members, each judicial district of the State having one representative thereon. 

“The State Board of Equalization has unconsciously: encouraged a dis- 
regard of the rule of taxation prescribed by the Constitution. Members of 
the board, naturally solicitous for the welfare of their respective districts, 
have generally sought to depress rather than to raise valuations in the coun- 
ties constituting their districts. | Local influences have also had their effect 
upon their respective members. Such a tendency always manifests itself 
with a body so composed, and is as true of other states as our own.’’s? 

It was, therefore, proposed to practically follow the Indiana model, 
which had impressed the Commission so favourably that they say of it; ‘‘I is 
certain that through the exertions of its Tax Commission the laws of Jn- 
diana have been so shaped and modified from time to time and enforced 
with such wisdom and industry that a larger percentage of personal pro- 
perty is there assessed than in any other State.’’ Their proposition, then, 
is as follows : ‘‘The bill provides for a board composed of the Governor, 
State Auditor, Secretary of State, Attorney-General, and the three Tax 
Commissioners. It will thus be in close touch with the Tax Commission, 
and reflect in its work the least degree of local influence.’’s3 

Such was to be the new State Board of Review to take the place of the 
existing Board of Equalization and which the Commission was confident 
would secure the assessment of personal property throughout the State mueh 
more efficiently than under existing laws. Other states having similar sys- 
tems are, Tennessee, Washington, Colorado, Kansas and Nebraska. 

In thus proposing to bring the general system of taxation in Minnesota 
into line with some of the latest developments, the Commission was natural- 
ly influenced by the movement in several of the neighbouring states, es- 
pecially in Michigan and Wisconsin, towards the adoption of the general 


5° Report of'Tax Commission, p. 16. 5! Report of Tax Commission, p. 23. 
52 Report of Tax Commission, pp. 25-26. ** Report of Tax Commission, p. 26. 
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property tax for railroads and other corporations. At the same time the 
Commission recognised the difficulties which beset any such attempts, and 
especially the great difference between ordinary private property and the 
possessions of the larger corporations. They evidently felt, also the force vf 
the very strong and practical criticisms which were brought to bear upon 
the general property system of taxation by Professor Seligman, among others. 
for they quote with approval some of his views on the taxation of corpura- 
tions. 

Unlike most other American State Commissions, they boldly faced the 
question of income tax : ‘‘We have reached a period in our industrial de. 
velopment when incomes as a source of revenue cannot wisely be omitted. 
Every state has a large class of wealthy citizens wh» would sot otherwise 
adequately contribute to the public burden. 

“A sentiment in favor of an income tax is rapidly growing. Fair 
minded men of the wealthier classes recognize its justi ‘v; and the less wealthy 
and wage earning classes welcome it as « means for relieving them of the 
Lurden which they must otherwise unjustly Lear. ‘The higher a people’s 
civilization, the more complex their industrial life and the greater their 
production of material wealth, the more appropriate becomes an income 
tax.’’54 

Nevertheless, they were constrained to adopt the general property sys- 
tem of taxation for all transportation corporations other than railroads. 
On the general question of dealing with corporations they report as follows: 
‘One of the perplexing problems encountered by the Commission is the tax- 
ation of corporations. So far as the ordinary business corporation is con- 
cerned, there is no valid reason why it should not be taxed by the same 
methods which are applied in the taxation of the property of ordinary tax- 
payers. It is, however, manifest, that as to corporations having a quasi- 
public character, such methods would prove very inadequate. 

*‘Many corporations, like railroads, telegraph, telephone, express, street 
car, gas, and other companies, possess franchises and privileges of great 
value, more or less monopolistic in character and which cannot be measured 
by their visible property situate within the State. Such property is intan- 
gible and cannot be adequately reached by the assessment of tangible pro- 
perty. It is apparent that the valuation of intangible property will al-. 
ways be difficult and unsatisfactory. This arises, not only from the nature 
of the property itself, but also from the fact that many large and wealthy 
companies carry on a business extending over a vast territory and embracing 
‘several, sometimes many, states. The practical difficulties attending their 
taxation is witnessed by the great diversity of legislative measures now in 
operation in the various states of the Union. 

“While of the opinion that the provisions of the bill are the wisest 
which are permissible in the present state of public opinion, the Commission 
believes that with the advancement of ideas-upon the general subject of tax- 
ation, a more scientific and, therefore, a more just method of taxing corporate 
property will be evolved. Not only are the several states frequently wide 
apart in methods of taxation of such property, but confusion prevails also 
in the laws of each state upon this subject. Not only so, but the methods 
in vogue in this country are wide apart from those in force in the most ad- 
vanced European States, relating to like classes of property. Any system 
of taxation prescribed for transportation or transmission companies which 
“depends in part upon interstate earnings or upon valuations of 
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property situate! without the State contributing to such earnings, 
is at best unsatisfactory, and will continue so until those earn- 
ings and valuations are ascertained and apportioned to the 
several states by Federal authority. It is impracticable for a state to as- 
certain such facts by investigations conducted by its own ‘agents. It 
therefore, depends largely and often wholly upon the reports of the respective 
companies whose property is to be taxed. Without impunging the accuracy 
of such reports, it is obvious that no state should be wholly, or to a large ex- 
tent, dependent upon them. A single instance sufficies for purposes of illus- 
tration. An express company, engaged in a great variety of business, many 
features of which are quite distinct from that of expressing rommmodiniee: 
whose operations are extended over a great part of this country and into 
foreign countries presents so complicated a subject that any state which un- 
dertakes a thorough investigation for purposes of taxation would incur an ex- 
pense greatly in excess of any reasonable tax which it might justly impose. 
The same difficulties, although less marked, would be confronted in similar 
investigations of other interstate companies. A federal body, like a depart- 
ment of commerce, authorised to fully investigate all quasi-public com- 
panies engaged in interstate business, and prepared to do so by suitable 
agencies, would be able by annual investigation to furnish all the states, 
without expense to them, reliable and sufficient data for taxation purposes. 
It is a subject of such pressing importance that the Legislature of this State 
and other states should memorialize Congress to adopt at the earliest prac- 
ticable moment the necessary legislation, either of the character above sug- 
gested, or otherwise. 

We adopted in the early history of the State the policy of taxing rail- 
road companies upon their gross earnings. It is entirely a commendable 
policy, so far as simplicity and expense of administration are concerned; but 
few will claim for it equality and uniformity either as between the property 
so employed and the great mass of other property in the State, or between the 
properties of the several railroad companies. We now refer to it merely to 
emphasize the impropriety of extending that method of taxation under exist- 
ing conditions, to other classes of public service corporations. It is desirable 
and just that all quasi-public companies be taxed by the same rule. Re- 
gardless of the question of power, it did not appear to the Commission that 
the reasons urged in support of the demand that certain other companies be 
taxed by the gross earnings method were adequate. 

‘‘In framing the provisions of the bill relative to the classes of companies 
above named, the Commission has been guided to a great extent by those . 
statutes of sister states which have been reviewed and sustained by the Su- 
preme Court of the United States.’’ss 

In following the method of the adjoining states, and particularly In- 
diana, the Commission adopted the following policy with reference to tele- 
graph, telephone, express, sleeping car, freight line and equipment com- 
panies: | 
“Every company shall, by an officer or agent thereof, annually 
make and deliver to the State Auditor a statement with reference to the first 
day of April immediately preceding, verified by the oath of the officer or 
agent making the same, showing : 

1, The name of the company. 

2. The nature of: the company, whether a person, partnership, joint 
stock association or corporation; if a joint stock association or SOrpRTanOn 
under laws of what state or country organized. 


55 Report of Tax Commission, pp. 36, 37, 38. 
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3. The location of its principal office. 

4. The name and post office address of the president, secretary, treas- 
urer and general manager. 

The name and post. office address of the chief officer or managing 
agent in. this State. 

6. The number of shares of its capital stock. 

7. The par value and the market value, or, if there be no market value, 
the actual value of its shares of stock. 

8. The amount of the funded or bonded debt and the value thereof. 

9.. The amount of dividends, if any, paid upon each share of its stock 
during the twelve months immediately preceding the first day of April. 

10. A detailed statement of the real estate owned by it situated within 
this State, where situate and the value thereof. 

ll. The total value of its real estate situate without this State. 

12. A detailed statement of its personal property situate within this 
State, classified and valued so far as may be according to the statement 
provided for in section 40 of this Act, new and appropriate classification to 
be made when necessary; the total value of its personal property situate 
within this State. 

13. The total value of the personal Ee owned by the company and 
situate outside this State. 

14. A statement showing its gross acibie arising (1) from business 
done wholly within this State, (2) from business done partly within and 
ee without this State, and (8) from business done wholly without this 

tate. 

15. In case of an express company, the total length of the lines and 
routes over which it transports personal property of any kind, (1) within 
this State, (2) without this State, and (3) within each of the counties, town- 
ships and cities within this State. 

16. In case of telegraph and telephone companies, the statements shall 
also show the total length of their respective lines (1) within this State, (2) 
without this State, and (3) within each of the counties, townships and cities 
within this State. 

17. In the case of sleeping car, freight line and equipment companies 
the statement shall also show the total length of the lines of railroad over 
which they respectively do business or operate their cars (1) within this 
State, (2) without this State, and (3) within each of the counties, townships 
and cities within this State, naming the lines and the respective companies 
owning the same. 

18. Every company, as defined in section 84 of this Act shall also fur- 
nish such other facts and information as the State Auditor, Tax Com- 
missioner, or State Board of Review may require.’’ (Report of Tax Com- 
mission, pp. 100, 101.) 

The Kuditur, upon receiving such statement, will deliver he same to 
thé Tax Commission, which is to make examination thereof and may, when 
necessary, call for additional statements and information. The Tax Com- 
mission having revised the statement is to place the same before the State 
Board of Review. The State Board of Review is authorized to require the 
attendance of any officer or agent of any such company before it, with or 
without books and papers, and furnish it with any further information which 
. it may require. Stringent provisions are made for the enforcement of such 
- reports. It is made the duty of the State Board of Review to assess the 
property of each of said companies. 
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Each corporation will be taxed a full rate representing the sum of the 
average municipal, county, and state rates, but the whole payment will be 
made to the State and be employed; as in the case of railroad taxes, wholly 
for State purposes. Street railways, whether urban or interurban, are as- 
sessed in much the same way, but their value is distributed to the various 
muncipalities in which they are situated or through which they run, and 
they are to be taxed locally. 


Notwithstanding its practical adoption of the General Property Tax, ex- 
cept in the case of railways, the Commission regard with favour a more 
scientific system of taxation which would distinguish the sources of revenue 
for state and local purposes. This was already partly accomplished in the 
application of the whole revenue from railroad, insurance, telegraph and 
telephone companies for state purposes, and the proposed measure of the 
Commission would add the taxes from other corporations. The sources of 
state income are given in the following table covering the years 1901-1902. 


Receipts into the Treasury for the Fiscal Year ending July 31. 


pee Bat 1901 1902 
Taxes : 
State woenmeraleee revs hee. weed eens kin thence ate eae n ie Pera $1,016,397 79 $1,042,829 84 
Biatesscho< and University eo. esis -.t gr ett aie eee 758,126 10 798,759 57 
Rallxoad companles(: ie... oneness 1 phaiat cpl ea Rao 1,489.349 24 1,659,296 94 
Telegraph and telephone companies bi ee Sia ee 27,190 70 79,601 23 
Lnsurance commpaniesimer ose Wie sink Gee eRe tic nae r QOIS2 TT, 216,515 68 
IH RPLESS/COMMPAMICS Gdn sia os eGis aoe miata ier eee 8,460 45 18,893 91 
Sleepmecartcompaniese nn sana seer te eee 371 28 481 66 
Ereight line |commpaniesityisc f-00 2: Seep ae ee 2,114 00 1,810 00 
TPonnasce OMiVESselsks Mee eh eet crm ie oes epee aa teen ei 9,105 93 9,791 58 
Trmheritanices: fo, biti ia tetake) eee cine teen Gatto aks een ane yo, epee SP eae: 6,077 O1 
Departmental earnings, fees, fines and miscellaneous receipts 633,097 81 625,203 55 
State institutions, receipts and earnings (including prison re- 

volving fund, binder twine collections, federal aid to 

univ., soldiers’ ‘home, tes) Wes hb Ge te one aie ote 879,832 94 958,954 05 
Salesroiitimberion state lands smincnisnisn eae eaneeine aee 242,706 O1 324,991 60 
Mineral leases and contracts.......... Peso e Grint area bisyotese im 13,529 00 26,019 00 
RovaltviOn iron Oren vais bys al eee ee cara eee eee ele 27,030 29 10,561 80 
Prineipal pardon land ‘contracts jean tp ae eae 660,450 14 783,773 97 
Principal paid on school district, county, city, township gad ; 

Village: bonds its aie he Ci NUR tai ak aN ears Teens aes eee Ae 198,375 11 186,352 09 
Repayment of seed grain loang'. so 7 (G solg aan ee 1,389 15 21,403 91 
Repayment of Russian: thistle, loane sv we saw tener Lon lhc skeen 103 05 
Interestion landscontracts. = Ys cue ve ses © cee ataeen tee ays 311,867 62 325,561 56 
Interest on trust fund investments ........................ 208,525 00 262,337. 50 
Interest on school district, county, city, township and village 

PONAE ) Mi ae ahi heals 2 mere we ds he Le ee 70,490 60 68,141 86 
Inferest,ony bank depositsy Wii Gin soem eek le. aceon raaee hy. | 22,110 09 24,982 58 
Redemption of bonds .............. ST PLE A Sage cael le Gt ake See 53,000 00 

$6,731,847 02 $7,505,443 94 


(Report of the Auditors of State to the Legislature of Minnesota for fiscal years 1901 and 


1902, St. Paul, Minn., 1903, pp. 48, 54.) 


It will be observed that the revenue derived from railroads amounts to 
nearly as much as that from the general property of the State for general and 


educational purposes. 


The addition proposed by the Report of the Commis- 


sion would not, however, enable the Government to dispense with direct taxes 
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throughout the State. ‘‘The Commission was early impressed with the im- 
portance of arriving at some method of taxation whereby taxes for State, 
as distinguished from local purposes, could be raised otherwise than by a 
general property tax. Many reasons support such divorcement. Chiefly, 
it is desired because it would permit the relegation to local government of 
many questions of taxation, and completely eliminate equalization by a 
State Board. It would then be a matter of indifference to one county 
whether the assessment in another was high or low, or whether a certain 
class of property was taxed or exempted in such other county. 


“The history of the State Board of Equalization shows a constant ten- 
deny to; depress valuations. A sort of local jealousy or zeal for local inter- 
ests begets a spirit on the part of each member of the board to keep down 
the valuations of his own district. 

“It is obvious that such division can be accomplished only by one of 
two methods. 

1. The raising of revenue for State purposes by other means than an ad 
valorem taxation; or, 

2.° The distribution upon an equitable basis of the burden of such rev- 
enue among the several counties of the State.’’5¢ 

The first they consider hardly feasible under present conditions in Min- 
nesota. They, therefore, incline to the second, though its difficulty and com- 
plexity were admitted. 

That the Tax Commission did not regard their various recommendations 
as anything more than a step in advance towards a more perfect system of 
taxation than at the time prevailed throughout the State, is freely admitted 
in the following statement, towards the close of their Report : ‘‘Without 
entering into an elaborate discussion of the subject, it may here be properly 
suggested that we are as yet far from the last act of legislation upon any 
one of the following subjects. 

‘1, The source of revenue for State purposes and the manner of rais- 
ing such revenues. 

2. The appropriate method for the taxation of public service corpora- 
tions, embracing transportation, gas, heat, light, power and other companies. 

3. The appropriate method of taxing mining companies. 

4, The measure of local option which shall be permitted to counties 

and municipalities in the raising of revenue for local purposes. 
5. The taxation of incomes.’’s? 

The Tax Code, which was framed and BP atied by the Commission, in 

the shape of a bill, did not pass the Legislature. 


The fate of the measure is thus described in the biennial report of the 
Auditor of State for 19038. ‘‘In my report to the Legislature for the bien- 
nial period ending July 31st, 1900, considerable space was devoted to show- 
ing the necessity for tax revision. The Legislature of 1901 provided for the 
creation of a Tax Commission, and said Commission’s report was considered 
at an extra session of the Legislature in 1902. The Tax Code reported by 
the Commission was elaborate and comprehensive, and when first submitted 
met with great public favour. But later, after the measure had been more 
thoroughly discussed, some of its provisions were considered too drastic and 
too wide a departure from the old established usages and custom, and a 
strong opposition to the enactment of the code into a law was developed within — 
and without the Legislature. The outcome was the defeat of the bill as 


8 Report of Tax Commission, pp. 49-50. 7 Report of Tax Commission, pp. 54-55. 
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a whole, and the adoption (substantially) of that portion of the Tax Com- 
mission’s Report which pertained to the collection of taxes levied against 
real estate. Several constitutional amendments relating to taxation were 
enacted and submitted to the people of the State at the recent general elec- 
tion, but unfortunately, owing to lack of interest on the part of those voting 
at the election, all of the amendments were defeated.”’ 

He then refers to the necessity for continuing the agitation with the 
hope of ultimate success: ‘‘A further attempt should be made to secure 
for the Legislature, by proper constitutional amendment, much larger 
powers of legislation than it now possesses. Until such relief is afforded, 
the Legislature can, at best, accomplish only very unsatisfactory results.’’#* 

One of the chief difficulties in the way of a comprehensive or scientific 
system of taxation in many of the American States is the limitaton placed 
upon the powers-of the Legislature in dealing with such matters as taxa- 
tion. Many of the antiquated and anomalous features of the taxation of 
corporations are, due to constitutional requirements as to outward 
and mechanical uniformity in the treatment of taxation. This cramping 
restriction on the part of the constitution is referred to very particularly in 
the report of the Auditor of State, as indicated in the last quotation. 

It is necessary in the American system to submit all proposed changes 
in the Constitution to a popular vote, or plebiscite, and in the State of Min- 
nestoa, in the case of proposed measures affecting taxation, the Constitution 
requires that before a bill passed by the uegislature can come into force, it 
must be submitted to the people and ratified by a majority of the popular 
vote. The Legislature, in 1902, submitted to the people an amendment 
to the Constitution, on the subject of taxation, but it failed to be ratified. 
Similarly, in 1901, an amendment to the existing law with reference to the 
taxation of railroads, raising the rate of taxation on gross income from three’ 
to four per cent., was passed by the Legislature, but in 1902 it failed of be- 
ing ratified by the people. It was passed again in 1903 to be submitted to 
the people in 1904. The chief features of this measure will indicate the 
latest expression of the Legislative will on the subject of railroad taxation. 

“‘An Act providing for the taxation of railtoad properties, the collec- 
tion of such taxes and repealing acts inconsistent therewith. 

“Section 1. Every railroad company owning or operating any line of 
railway situated within, or partly within, this State, shall during the year 
1905, and annually thereafter pay in to the treasury of this State in lieu 
of all taxes and assessments on all property within this State, owned or 
operated for railway purposes by such company, including equipment, ap- 
purtenances, appendages and franchises thereof, a sum of money equal to four 
per cent. of the gross earnings derived from the operation of such line of 
railway within this State; and the annual payment of such sum shall be in 
full and in lieu of all other taxes and assessments upon the property and 
franchises so taxed. The lands acquired by public grant shall be and re- 
main exempt from taxation until sold or contracted to be sold, or conveyed, 
as provided in the respective acts whereby such grants were made or recog- 
nized, 

“Section 2. The term ‘gross earnings derived from the operation of such 
line of railway within this State,’ as used in section 1 of this Act is hereby 
declared-and shall be construed to mean, all earnings on business beginning 
and ending within the State, and a proportion, based upon the proportion of 
the mileage within the State to the entire mileage over which suck business 
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1904 ON TAXATION OF RAILWAYS. 108 


‘is done, of earnings on all interstate business passing through, into or out 
‘of the State. 

‘Section 3. All acts and parts of acts not inconsistent herewith regu- 
lating the payment, collection, time of payment, enforcement or report in- 
volving the amount of taxes upon the gross earnings of railroad companies 
within this State, or providing penalties for the non-payment of such taxes, 
are hereby made applicable to this Act so far as may be; and all acts and 
parts of acts inconsistent with the provisions of thisAct are hereby repealed. 

“Section 6. This Act shall be submitted to the people of this State for 
their approval or rejection at the next general election for the year 1904.”’ 

In 1904 the Act was ratified by popular vote and became law. 

The Interviews of the Ontario Commission with Governor Samuel R. Van’ 
Sant, Mr. S. G. Iverson, State Auditor, and, also with Mr. C. F. Staples, a 
member of the Railroad and Warehouse Commission, threw much light 
upon the workings of the existing system in Minnesota and upon the 
quan Sae which were being advocated in the Legislature and throughout the 

tate. 

Governor Van Sant is an ardent advocate of tax reform, which he is 
confident will yet be adopted by the people of Minnesota. He also favours 
the- increased rate upon the gross earnings of railways. He strongly sup- 
ports, however, the existing method of taxing railways on their gross earn- 
ings. The State Auditor also supported the system. As he put it; “We 
believe in this State that the gross earnings system is a very satisfactory 
method of taxing the railways.’’ And again; ‘‘Our people are especially 
well satisfied with the system of taxation on gross earnings, because they 
think it is the fairest way, all things considered. Under the ad valorem 
system, a railway runs through a certain county, it touches four townships 
in that county, there may be twenty townships, outside the four, which are 
contributing to the business of that road, perhaps even more than the four 
but for local purposes those twenty townships outside would not be repre- 
sented in the assessment of that property and would get no revenue from it. 
There are counties in this State which have not a foot of railroad, but they 
are contributing just the same to the business of the road. Then, if the road 
is assessed under the ad valorem system, there is an eternal turmoil, the 
township assessor gets a crack at it, the county board has to te right, and it 
is the business of the railway company to see that they are friendly. Then 
it comes to the State Board, and of course the railway companies will try 
to elect the man who will treat them most leniently. This all makes trou- 
ble for the public and for the railroads. Now under the gross earnings 
system we collected two million dollars last year with little expense or trou- 
ble either to the State or the railroads. And every dollar of taxable property 
in this State is benefitted to that extent, whether a county or a township has 
a railroad or not, the amount paid in to the Treasury relieves all the proper- 
ties of the State. We have here a large through business, because cf our 
peculiar situation; we have great lines like the Sault line runnng up into new 
country, the Northern Pacific, the Northwestern, the Milwaukee, ru ining 
through the State, and we get a great amount of business.’’59 

When asked if he would advocate applying the gross earnings system to 
the taxation of all other forms of property, he replied; ‘‘We have two hun- 
dred and_ seventy-five thousand personal property tax payers in 
Minnesota, and we have perhaps more real property owners; 
you can see that we simply could not get at it. We are 
not seeking new and cumbersome methods of taxation so long 
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as we can get along without them. The gross earnings system ‘s firmly im- 
bedded in our State and in the minds of the people, and until the people he- 
come convinced that they are getting the worst. of it they don’t wish to 
change from the present condition of affairs.’’® 

According to Governor Van Sant the present assessment »f real and per- 
sonal property throughout the State will average about forty per cent. of its 
whole value, showing the extent to which Minnesota had followed the ex- 
ample of the Western States in the undervaluation of property for taxation 
purposes. 

The present method and rates of taxation upon other corporations than 
railroads were given by Mr. Iverson as follows: ‘‘Foreign in3ranze com- 
panies pay two per cent. on the gross premium receipts coll»cted in the 
State, in addition to the taxes on their personal property. [omestic Insur- 
ance Companies pay two per cent. on gross premium receipts and taxes on 
real property. Telephone companies pay three per cent of gross sar.inge in 
lieu of all other taxes. These taxes are all paid directly into the State Trea- 
sury, and they are not distributed to the local municipalities. Express 
companies pay six per cent. of their net receipts, according to their own 
sworn returns.’’® 

As noted in the case of other States where income, direct or capitalized, 
is made the virtual basis of taxation, though the railroads and several other 
corporations be taxed upon gross or net income in Minnesota, yet out of res- 
pect to the Constitution this is treated as a tax upon gensral property. As 
_ Mr. Iverson states; ‘‘Under our Constitution the tax must be «a tax upon 
property, although the Legislature and the people have sanctioned a .substi- 
tuted form of taxation for certain classes of property, as already explained.”’ 

Mr. Iverson showed at some length how, from the study of the market 
values of stocks and bonds of the railways in Minnesota, )i2 has arrived ut a 
valuation of the railways of the State on the same Lasis as other property, 
that is, at one-third of their full valuation, which showed them to be asses- 
sable at about a hundred million dollars. With the total tax rate on general 
property taken at two and a half per cent., this would mean a tax on the rail- 
roads of about two million, five hundred thousand dollars. Yet the tax upon 
gross earnings amounted to little more than one million dollars. On this 
showing the agitation for an increased tax upon the gross earnings of rail- 
roads began and, as already noted, acts were passed by the Legislature to 
raise the rate from three to four per cent. 

Mr. Staples, one of the three members of the Railroad and Warehouse 
Commission, upon which devolves the duty of obtaining and verifying the re- 
ports of the gross earnings of the railroad companies, strongly supported the 
gross earnings system of taxation for railways. In explanation of the 
working of the system he stated that the Commission prescribes a uniform 
system of book-keeping, which the railway companies operating in Minneso- 
ta must adopt in making their reports. In verifying these reports, ‘‘we 
send our experts into their offices to check up any month they may feel dis- 
posed to select. We require the railways to conform to such system as will 
meet our necessities. We require two accounts, one for purposes of taxa- 
tion and one for the general annual report of the company.’’® 

The arrangement of the details as to the blanks upon which the reports 
are made is usually a matter of conference with the railroad companies, the 
result being that, both as to taxation and the regulation rates, there is little 
friction between the Commission and the railway companies. Mr. Staples 
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gave several examples illustrating the mutual confidence and harmony in 
operation. In contrasting the attitude of the railways towards the ad val- 
orem as compared with the gross earnings system, he said, ‘‘ I think the rail- 
ways are more afraid of the local assessors and boards than they are of one 
comprehensive Commission which covers the whole subject and before whom 
they can appear and who are more conversant with the railway problems.’’ 

As to the composition of the Railroad and Warehouse Commission, Mr. 
Staples said: “There are three members of the Commission, elected by the 
people for four year terms; the terms are so arranged that the expirations fall 
on different years, and there is a tendency in this State to re-election of the 
Commissioners; for the public realize that these men have to meet and 
match with the cleverest attorneys the railways can secure, men who have 
devoted a life time to their special line of pleading.’’® 

Mr. Staples pointed out very clearly the distinction between the Min- 
nesota system of arriving at gross earnings, upon the proportion of business 
actually done in the State, and the more common method of simply find- 
ing the gross earnings throughout the whole of a railroad system and then 
taking the proportion of them which the mileage operated in the State bears 
to the whole mileage system. In Minnesota, ‘‘we take every shipment by 
itself over each line, no matter where it originates; if it goes into 
Minnesota or through Minnesota, even if only one mile, the tax is the pro- 
portion of that one mile to the total mileage of the shipment. Take as 
illustration a shipment over 180 miles of road, of which seven miles is in 
Minnesota; the assessment would be 7-180 of the total charges. In its re- 
port the railway must show the entire gross earnings of the entire system, 
but jof course if ja shipment originated in Winnipeg and went down, - 
say 100 miles, not touching Minnesota, we have nothing to do with that for 
taxation purposes. We only assess those shipments in which we are in- 
terested, that is, those shipments which touch Minnesota.’’® 

The other system had been proposed for adoption in Minnesota in the 
amended act submitted to the people in 1902, but it failed to carry. and the 
second act submitted to the people does not propose this change. Mr. 
Staples gave an illustration from the Great Northern Railried as to what 
the difference of system would mean. The entire mileage of the Great 
Northern was about 4,500, and the portion in Minnesota about 500 
miles. ‘‘If the entire system is 4,500 miles, upon the busis that we should 
take the mileage within the State, in its proportion to the total -:1leage, it 
will be as 500 is to 4,500, or 1-9. This is the system which it was pro- 
posed to adopt, but which failed to carry. It is very material which sys- 
tem shall prevail. After it was determined that this system would fail of 
adoption, the Great Northern took over, under their own name, another road 
in this State which amounted to 240 miles. Had this been done before this 
question came up, and had the proposed system been adopted, it would have 
given us a larger percentage. The inference is that they did not want to 
own a larger mileage than was necessary where they could have other com- 
panies locally, thus making the basis for division very much less. I merely 
cite this instance to show that by manipulation you can make this a very 
unsatisfactory system.’’§ 

Mr. Staples also discussed with the Ontario Commission the subject of 
the regulation of railway rates. Incidentally he stated that there was no 
tendency to increase railway rates on account of heavier taxation. 

The following table gives the gross income, the operating expenses, 
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taxes, etc., of the Minnesota railroads for the year ending June 30th, 1903. 
-Although in this no taxes are given for the Canadian Northern, yet in the 
special report of that line to the Railroad and Warehouse Commission for 
1903 the amount of taxes paid on gross earnings is given as $974.25. Asa 
new road it still pays only one per cent. of income tax upon the present law. 
It will not pay the full three per cent. until 1911. The other road related 
to Ontario is the Minneapolis, St. Paul and Sault St. Marie, which is con- 
trolled by the Canadian Pacific Railroad. . 


INCOME ACCOUNT OF OPERATING ROADS FOR YEAR ENDING JUNE 30, 1903. 


ied) nh Ad 
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Gross | Operating | Income E BE gn® Net 
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Earnings. | Expenses. Operation. |= 5 2 5 35 Inceme. 
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Dubuque & S. C. Ry. (Il. Cent.).......... 4,122,561 3,516,691) 605,870 623,776 TAD DOA re tals colessteiele 
DEH Urb Me GING ROY Neen Gok Lich nei eee | 5,116,530 1,901,284) 3,215,246 3,235,282] 131,282! 2,396,655 
Duluth & Iron Range ROR. orice see eos 6,031,879 2,252,635} 3,779,244 3,819,052 181,562 2,566,171 
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Viton fay Ole elie KEI Sa ae oe Aas Slim Bees Neue 2,441,566 1,944,848) 496,716 608,897 81,717 3,371 
Minneapolis Eastern Ry........... BANS eS et: | 71,950 44,883 27,067 27,067 2,097 14,470 
Minneapolis swWestern Ry... 2. 0-0. 2s oe he | 62,446} 36,896) 25,550 30,734 1,903 3,830 
Minneapolis & St, Louis Ry............06 | 3,417,375 1,984,082) 1,433,293 1,518,072 119,275 511,817 -, 
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Minnesota & North Wisconsin Ry......... 209,608 178,947 30,661 30,661 1,704 8,746 
Minnesota & International Ry............ 658,688 465,669 193,019 193,613 12,055 34,829 
NOrtRermi ra ciey Rinse. enepte esis ecliale 46,161,150! 24,076,138! 22,085,012)  23,222.562 1,421,433} 11,745,889 
Red Lake Transportation Co.............. 13,176 13,784} *608) F608) arte eoein see eae eit 
Willmar & Sioux Falls Ry...../...2....... 1,504,135) 962,963) 541,172 544,821 75,995) 286,526 
Man Ona Md se CO eae se. spine sitiscinee 2s 26,328 4,211 22,117 22,117 559 2,357 
WisconsimOentral Rycucccrsuies vessels sees 6,667,741 4,225,617 2,442,124 2,482,518 234,291 90,823 
WWESCOMSIM UM auE SRV wma sie a eid invent 625,452 381,485 243,967 243,967 18,720) .\ 66,846 
ROCA UAB aT tele sii nsatalo reiterate $238, 238,018|$ 200,406,703! $ 137,828,315] $146,049,142| $10,962,005) $73,396,297. 
*Deficit, 


(Report of the Railroad and Warehouse Commission of Minnesota for year ending Noy. 30th, 1908. Minne 
apolis, 1904. P. 152.) 


MAINE. 


The system of railway taxation in Maine is generically allied to that of 
Minnesota, inasmuch as it takes the form of a license tax based upon gross 
earnings. In most of its details, however, it differs very considerably from 
the system as operated in Minnesota. It is rather interesting to note how 
the same system, even when a simple one, may vary in its applications, be- 
tween two states. Thus, while in Minnesota the gross earnings are deter- 
mined on the basis of the actual business done within the State, including 
‘the proportionate share of each shipment which originates or terminates 
within the State, in Maine the gross earnings for taxation are taken as that 
proportion of the total earnings of the whole railroad system which is mea- 
sured by the ratio of the mileage in Maine to the mileage of the whole siys- 
tem. In Minnesota the tax is graduated according to the number of years 
during which the road has been in operation; in Maine it is graduated ac- 
cording to the earnings per mile of the line. In Minnesota the tax on gross 
earnings is in lieu of all other taxes; in Maine, in addition to the tax on 
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gross earnings, the railroads pay to each city or town through which they run, 
<n ordinary local tax upon their buildings and upon all real estate outside 
of the track allowance or right of way. In Minnesota. the whole of the tax 
uD gross earnings goes to the State and is not distributed to the municipali- 
ties; in Maine there is distributed to the cities and towns one per cent. of the 
value of the stock of any railroads in the State held by any of the resi- 
dents of these cities or towns. In Maine there is also an additional assess- 
ment levied upon the gross earnings of the railroads to meet the expenses of 
the Railroad Commission, which amount to about $12,400 annually. 


_ Similar methods of taxation are applied to other transportation corpora- 
tions, such as street railways, telegraph and telephone lines and express com- 
penies, no special notice being taken of private car companies. 


_ The more important sections of the law, embodying the system of taxa- 
tion for railroads and allied corporations, are as follows: 


TAXATION OF RarLRoaD CoMPANIES. 


““Hivery railroad company, incorporated under the laws of the state, or 
doing business therein, shall annually, between the first and fifteenth days of 
April, return to the secretary of state under oath of its treasurer, the amount 
of the capital stock of the corporation, the number and par value of the 
shares, and a complete list of its shareholders, with their places of residence 
and the number of shares belonging to each on said first day of April. The 
returns shall also contain a statement of the whole length of its line within the 
state, and the assessed value in each town of its stations and other property 
taxed by municipalities. 


“Every corporation, person, or association, operating any railroad in 
the state under lease or otherwise, shall pay to the treasurer of state, for the 
use of the state, an annual excise tax, for the privilege of exercising its fran- 
chises and the franchises of its leased roads in the state, which, with the tax 
provided for in section four of chapter nine, is in place of all taxes upon such 
railroad, its property and stock. The buildings of every railroad corpora- 
tion or association, whether within or without the located right of way, and 
its lands and fixtures outside of its located right of way, are subject to taxa- 
tion by the cities and towns in which the same are situated, as other property 
is taxed therein, and shall be regarded as non-resident land. ‘There shall 
be apportioned and paid by the state from the taxes received under this and 
the five following sections and under section thirty-one, to the several cities 
and towns in which, on the first day of April in each year, is held railroad 
stock of either such operating or operated roads exempted from other taxa- 
tion, an amount equal to one per cent. on the value of such stock on that day; 
as determined by the board of state assessors; provided, however, that the 
total amount thus apportioned on account of any railroad, shall not exceed 
the sum received by the state as tax on account of such railroad; and pro- 
vided further, that there shall not be apportioned on account of any railroad 
and its several parts, if any, operated by lease or otherwise, a greater part of 
the whole tax received from such railroad and its several parts, than the pro- 
portion which the amount of capital stock of such railroad and its several 
parts owned in this state, bears to the whole amount of the capital stock of 
said railroad and its several parts. 


“The amount of such annual excise tax shall be ascertained as follows: 
The amount of the gross transportation receipts as returned to the railroad 
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commissioners for the year ending on the thirtieth day of June preceding the 
levying of such tax, shall be divided by the number of miles of railroad 
operated, to ascertain the average gross receipts per mile; when such average 
receipts per mile do not exceed fifteen hundred dollars, the tax shall be equal 
to one-half of one per cent. of the gross transportation receipts; when the 
average receipts per mile exceed fifteen hundred dollars and do not exceed 
two thousand dollars, the tax shall be equal to three-quarters of one per cent. 
of the gross receipts; and so on increasing the rate of the tax one-quarter on 
one per cent. for each additional five hundred dollars of average gross re- 
ceipts per mile or fractional part thereof, provided that the rate shall in no 
event exceed four per cent. When a railroad lies partly within and partly 
without the state, or is operated as a part of a line or system extending beyond 
the state, the tax shall be equal to the same proportion of the gross receipts 
in the state, as herein provided, and its amount shall be determined as fol- 
lows: the gross transportation receipts of such railroad, line or system, as the 
case may be, over its whole extent, within and without the state, shall be di- 
vided by the total number of miles operated to obtain the average gross re- 
veipts per mile, and the gross receipts in the state shall be taken to be the 
avelage gross receipts per mile, multiplied by the number of miles operated 
within the state. 


‘‘Any corporation, person or association aggrieved by the action of the 
board of state assessors in determining the tax, through error or mistake in 
calculating the same, may apply for abatement of any such excessive tax 
within the year for which such tax is assessed, and if, upon re-hearing and re- 
examination, the tax appears to be excessive through such error or mistake, 
the board of state assessors may thereupon abate such excess, and the amount 
so abated shall be deducted from any tax due and unpaid, upon the railroad 
upon which the excessive tax was assessed; or, if there is no such unpaid tax, 
the governor shall draw his warrant for the abatement, to be paid from any 
money in the treasury not otherwise appropriated. 


“Tf the returns required by law, in relation to railroads, are found in- 
sufficient to furnish the basis upon which the tax is to be levied, the railroad 
commissioners shall require such additional facts in the returns as may be 
found necessary; and until such returns are so required, or, in default of such 
returns when required, the board of state assessors shall act upon the best 
information they may obtain. The railroad commissioners shall have access 
to the books of railroad companies, to ascertain if the required returns are 
correctly made; and any railroad corporation, association, or person operating 
any railroad in the state, which refuses or neglects to make returns required 
by law, or to exhibit to the railroad commissioners its books for the purposes 
aforesaid, or makes returns which the president, clerk, treasurer, or othér 
person certifying to such returns knows to be false, forfeits not less than one 
tncusand, nor more than ten thousand dollars, to be recovered by indict- 
ment, or by an action of debt in any county into which the railroad operated 
extends. 


‘“‘Every railroad company operating any railroad in the state shall pay 
to the treasurer of state a tax, in addition to all other taxes provided by law, 
which shall be such a sum as shall be its proportional part of the amount of 
the salary, and salary of clerks, and expenses of the board of railroad com- 
misisoners as provided in section forty-eight of chapter fifty-one, to be de- 
termined by the board of state assessors on or before the first day of April of 
each year, according to the gross transportation receipts of any such railroad 
company in this state, as returned to the railroad commissioners for the year 


ee 
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ending June thirtieth preceding the levying of such tax. The board of state 
assessors shall report the same to the treasurer of state, who shall forthwith 
ve notice thereof, to every railroad company operating any rallroad in this 
state, and said tax shall be payable on the first day of July next after the levy 
is made. . 

‘“‘Street railroad corporations and associations are subject to the preced- 
‘ing sections and to section four of chapter nine, except that the annual ex- 
cise tax shall be ascertained as follows: When the gross average receipts 
per mile do not exceed one thousand dollars the tax shall be equal to three- 
twentieths of one per cent. on the gross transportation receipts; and for each 
thousand dollars additional gross receipts per mile, or fractional part thereof, 
{ie rate shall be increased three-twentieths of one per cent. 


“Every corporation or person owning or operating palace or other cars, 
for which extra compensation is charged for riding therein, over any of the 
railroads in the state shall annually on the first day of September, pay to the 
treasurer of state for the use of the state an annual excise tax for the privilege 
of exercising its franchises in the state, equal to four per cent. of its or his 


gross receipts from business done wholly in the state for the year ending June 
thirtieth next preceding. 


_ “Every such corporation or person shall by its properly authorized agent 
o1 officer, annually on or before the first day of August, make a return under 
cath to the board of state assessors stating the amount of such gross receipts ; 
whereupon the board of state assessors shall on or before the fifteenth day of 
scid August assess the tax herein provided and forthwith certify the same to 
the treasurer of state, who shall thereupon notify said corporations or per- 
sons; said tax shall be paid into the state treasury on or before the first day 
of September following, and is in place of all local taxation upon the cars 
and equipment of said corporations or persons used in carrying on business 
in the state. | 


‘TAXATION OF TELEGRAPH AND TELEPHONE CoMPANIES. 


‘Every corporation, association or person operating in whole or in part a 
telephone or telegraph line for toll or other compensation within the state 
shall annually, between the first and fifteenth days of April, return to the sec- 
retary of state, under oath of its treasurer, if a corporation, the amount of 
the capital stock of the corporation, the number and par value of the shares, 
and a complete list of its shareholders resident within the state, with their 
places of residence, and the number of shares belonging to each on said first 
day of April; if a person or association, the owner or owners of one of them 
sball annually make a return under oath to the secretary of state, between the 
first and fifteenth days of April, of the names and residences of the owner or 
owners and the relative interest each owner has in any such association on 
tbe first day of April. The returns shall also contain a statement of the as- 
sessed value in each town of the real estate of such corporation, association 
or person used solely for the conduct of a telephone or telegraph business, 
and taxed by any municipality, and the gross receipts from business done 
wholly within the state for operating such business during the preceding year 
ending April first. 


‘‘Every corporation, association or person operating in whole or in part, 


a telephone or telegraph line within the state for tolls or other compensation, 
shall pay to the treasurer of state for the use of the state an annual excise 
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tax for the privilege of conducting such business within the state which tax, 
w'th the tax provided for in section forty-one, is in place of all taxes upon 
the property of such corporation, association or person employed in such busi- 


ness, and of all taxes upon the shares of the capital stock of any such corpora- 
tion. 


“The amount of such annual excise tax shall be ascertained as follows: 
when the gross receipts from business wholly done within this state, for the 
year for which the tax is assessed on such corporation, association or person 
in the operation of such business exceed one thousand dollars and do not ex- 
ceed five thousand dollars, the tax shall be one and one-fourth per cent of 
such gross receipts; when such gross receipts exceed five thousand dollars 
and do not exceed ten thousand dollars, the tax shall be one and one-half per 
cent. of such gross receipts; when such gross receipts exceed ten thousand 
dollars and do not exceed twenty-five thousand dollars, the tax shall be one 
end three-fourths per cent. of such gross receipts; when such gross receipts 
exceed twenty-five thousand dollars and do not exceed fifty thousand dollars, 
the tax shall be two per cent. of such gross receipts, and so on increasing the 

rate of the tax one-quarter of one per cent. for each additional twenty-five 
thousand dollars, or fractional part thereof, of such gross receipts, provided 
that the rate shall in no event exceed four per cent of such gross receipts. 


“The excise tax collected under the preceding sections shall be in heu 
of all taxes upon any corporation therein designated, upon its shares of capi- 
tal stock and its property used in the conduct of its telephone or telegraph 
business, including the poles, wires, insulators, office furniture, batteries, in- 
siruments, telegraphic and telephonic apparatus, telephones and transmitters 
used under license or lease or owned by such corporation, association or per- 
son; provided, however, that the real estate and also personal property not 
hereinabove exempted, owned by such, corporation, association or person, 
shall be taxed in the municipality in which the same is situated; but the 
amount of the tax assessed upon such real estate if owned and actually used 
by such corporation, association or person in the transaction of their business 
shall be deducted by the board of state assessors from the tax laid hereunder. 
The assessment of taxes on such real estate shall be legal, whether assessed 
as resident or non-resident property. 


‘<TAXATION OF Express COMPANIES. 


‘““Every corporation, company or person doing express business on any 
railroad, steamboat or vessel in the state, shall, annually, before the first day 
ut May, apply to the treasurer of state for a license authorizing the carrying 
v1 of said business; every such corporation, company or person shall annually 
pay to the treasurer of State two per cent. of the gross receipts of said busi- 
ness for the year ending on the first day of April-preceding. Said two per 
cent shall be on all said business done in the state, including a proportional 
part on all express business coming from other states or countries into this 
state, and on all going from this state to other states and countries, provided, 
however, that nothing herein applies to goods or merchandise in transit 
through the state. 


“The taxes assessed upon express corporations, companies and persons 
as aforesaid, is in place of all local taxation, except that real estate owned by 
such corporations, companies or persons, shall be taxed in the municipality 
where the same is situated, as non-resident real estate, but the amount of 
taxes assessed upon such portion of real estate owned and actually used by 


1904 ‘ON TAXATION..OF RAILWAYS. 


Luh 


them in the transaction of their business shall be deducted by the board of 


state assessors from the tax hereinafter provided.”’ © 


A Board of State Assessors was created in 1891, ‘consisting of three 
members, not more than two of whom shall be taken from the same political 
party and chosen by the Legislature by joint ballot of the senators and repre- 


sentatives in convention, for a term of six years.”’ 


As usual in the majority 


of the States, this board has both a general and a special function in connec- 


tion with assessment and taxation. On the one hand, 
of equalization 


it constitutes a board 
for the adjustment of municipal assessments as a basis for 


the levying of the State and County taxes and the apportioning of the State 
taxes on this basis to the several towns or ultimate municipaliies. 
the other hand, it has original jurisdiction in assessing all taxes upon corpo- 
rate franchises, including railroad and other corporations covered by the sec- 


tions of the tax laws above cited. 


And, on 


The returns, however, of gross revenue 


upon which the steam and electric railroad taxes are levied are obtained from 


a separate board of Railroad Commissioners. 


This board prescribes to the 


railroads a form of report, following closely that adopted by the Interstate 
Commerce Commission, and intended to secure uniformity of returns through- 


out the New England States. 


The total revenue derived from the corporation taxes 


years is given as follows: — ” 


for the last two 


— 1902 1903 

(aU PS Sn el @eaakeye ale Ao aclcltense Pea ie BONE mae On ECan aie Sc\cack dea ee Scare $323,983 $ 375,808 
ERO C ESTA TIROAGG tite etc ta acta hi cea tate ralolig cogyens pos «SiGe n> ames gnieg 12,817 12,838 
Telephone companies ........--++-+-- “Want A SEA es ah 16,929 20,122 
Teleeraph companies: 6. p= Sees y eee pests Se ee Ue 3,072 3,200 
ex precs comapanles: i andes ples ee fe esis e ee tian mer Bs Ses 9,787 10,794 
Palace car companies.........-- Pn Nea oe eNO: eG Me ia Sete SIE Cay ae 638 oles 
General corporation 14 S68") 00s% ono eden oe velo oY Seine Seen: ae 52,700 86,930 
Savings banks ......----+5--++++ ARC ee on. oa epee aug 537,720 485,046 
Prust_ and banking companies... ... 20 4..-2 84.5 BY Bae a tae ne 22,663 37,174 

iA Rv Ps Nines Ds Wiiogn WIRE Daa he fer RUA AEN aM MiNi eet ici b acorns eorco ie Smee $980,313 $1,032,687 


| 


Of these amounts it must be remembered that a portion is returned to 
the municipalities in the shape of the one per cent. on the stock held by their 


residents. 


and electric, and from telgraph and telephone companies. 
The total amounts assessed as real estate to the railroad and street car 


companies by the municipalities of the state are: — ® 


Railroad Companies 
Street Car Companies 


« 


read, street car, telegraph and telephone stock 


Wudi'o, 64 'o) o6..0) ami eve mre: 6.ercy 10) 8) Slaw eh eS Pal. e hel, 


sates overlie el pare siene: Peeyee Reeney lee: re 


$3,260,713 


593,140 


The returns are not furnished for the individual railroads. 
The return to each municipality of one per cent. of the domestic rail- 


This applies to the taxes collected from railroads, both steam 


held by its citizens, appears a 
somewhat anomalous proceeding, which is due to historic conditions. 


Its 


66 Report of the Board of State Agsessors of the State of Maine, 1903, Appendix Laws 


Relating to Taxation, pp. 10-19. 
67 State Assessors’ Report, p. NE 
68 State Assessors’ Report, p. 153. _ 
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expediency is dealt with in the Massachusetts Report of 1897. Evidently 
the idea was that since the general stocks and securities owned by the citizens 
were taxable under personal property, it would not be fair if, when the citi- 
zens happen to hold shares in certain domestic companies which were specifi- 
cally taxed by the State, and the shares of which were therefore exempt, the 
municipality should lose the benefit of the tax on the shares held within it. 
Hence it was considered that the State, out of the taxes collected on the gross 
receipts of certain corporations, should return to the municipalities, in which 
any of the shares of these corporations were held, the uniform rate of one per 
cent. on such stock. It is provided, however, that the State should not be 
required to pay in such a form more than it collects from any corporation. 
But while it is comparatively easy to trace the ownership within the State 
of the stock of the companies chartered or operating in it, since these can be 
required to make returns of their shareholders, etc., it is very difficult to de- 
termine what outside stock is held in the State. As is notoriously the case, 
very little of the stock of outside corporations is covered by the assessment of 
personal property. Thus inequality of taxation is the result, and certain 
towns in which considerable quantities of domestic railway stock are held are 
unusually favoured by the provision which requires the distribution of rail- 
road taxes in this way. Bangor, for instance, receives from the State, in the 
shape of the one per cent. allowance on railroad and other stock held by its 
citizens, more than enough to pay the whole of the State tax~ levied on that 
city. 

‘On the working of the main system of taxation, the Ontario Commission 
obtained much interesting information from Col. E. C. Farrington, Clerk of 
the Board of Railroad Commissioners, and Mr. James Plummer, Secretary 
of the Board of State Assessors. 


An interesting phase of the Maine system is brought out in connection 
with the assessment of the Canadian Pacific Railroad, which owns 176.7 miles 
in the State and operates 56.1 miles of the Maine Central railroad. As we 
bave seen, the gross earnings per mile are arrived at by dividing the gross 
earnings of the whole of a railroad system by the total length of the line over- 
ated. Now the representatives of the C. P. R. claim that, as its earnings 
are derived from its water and land routes combined, and that as they quote 
through freight and passenger rates it is impossible to miake any accurate 
distinction between the land and water earnings, so the total mileage of the 
line must be considered to include the water routes as well as the land routes. 
Obviously, when we include the ocean and lake mileage of the C. P. R. steam- 
ers the earnings per mile, calculated on the whole system, will be modest 
enough. The case is still in dispute. The Minnesota system, it may be ob- 
served, escapes such difficulties as ‘this. 


Quite apart from the ocean routes and business of the C. P. R., which 
might be eliminated, this point has special significance for Ontario, where 
already more than one line of railroad has either combined or alternative wa- 
ter and rail sections in their systems of transportation. 


According to the Maine officials there is practically no friction between 
the railroads and the State, as regards the system or the amount of taxes 
levied. _ As stated by Col. Farrington ‘‘This has been the law of the State 
from early times, and has been perfectly satisfactory to the railroads. Two 
years ago there was a little feeling on the part of the people that the railroads 
were not paying enough and the Legislature took decided action and in- 
creased the rates. In fact it was agreed with the railroads that the matter 
should be settled amicably; the railroads agreed that if present conditions 


Be 


1904 ON TAXATION OF RAILWAYS. 113° 


were unsatisfactory an increase should be made. The increases were accord- 
ingly nearly doubled.’’ (Ont. Com. Interviews). Both Mr. Farrington and 
Mr. Plummer commended the-liberal policy of the railroads in the State of 
Maine towards the industries and needs of the State, and stated that there was 
a corresponding desire on the part of the public to show a liberal spirit to- 
wards the railroads. ‘‘There is a very kindly feeling between the railroad 
organizations of the State of Maine and the people at large. Nevertheless, 
there is always the feeling that the railroads should pay their share of taxa- 
tion, and the system now in existence is considered fair.’’ 4 


Mr. Plummer referred to the fact that ‘‘ the lumbermen, who compose a 
great part of the population of Maine, are beginning to build narrow guage 
railways for getting our lumber, on account of the lumber being cut each 
year further and further back from the waterways. These roads are taxed 
just the same as the others,—on gross transportation receipts.’’ © 


It appears that though the Railroad Commission has power to investi- 
gate the returns of the railroads they are generally accepted without question 
when furnished under oath. As Mr. Plummer put it, ‘“We expect any re- 
port made to the Commission under oath to be correct, and it would be neces- 
sary to have a very strong case before we would investigate on the assump- 
tion that a false return had been made.’’ 7° 


There is no return of the amount of taxes paid by the railroad to the sev- 
eral municipalities on their local real estate, but as the total amount assessed 
of the various railroads is given and the average rate of municipal taxes for 
the State is about $20 on the thousand, we have the following estimate as ap- 
proximately correct : 


Steam Railroads. | Street Railroads. 


| 
Realestate assessediter. mepustia. coehe has = oun eeenat nase ay 3,260,713 | 593,140 
axes Collected at average of 2% chaise. fo... oh «sbi Mae | 65,214 | 11,862 


The following table exhibits the mileage and amount ot taxes paid on 
gross earnings by each of the steam and street railways of Maine. The C. 
P. R., and the G. T. R., are the roads which operate in Canada. 


Taxes assessed upon the railroads doing business in the State of Maine 
for the vear 1903, giving also the tax assessed to pay the expenses of the 
Railroad Commissioners, and the mileage of each road in Maine. 


4 

Name of Railroad, : : Railroad Com- 

(Steam). Mileage. | Excise Tax. missioners’ tax. 
Bangor and Aroostook Railroad Co..............2-- 426 .87 $ 32,509 11 $1,538 80 
Boston and Maine, Railroad, Cox. - cis. ccays os) ser poke 157.43 86,896 88 | 2,056 61 
Bridgeton and Saco River Railroad Co.............. 21.25 203 olen » 38 29 
Wanadian Pacihe Railway, Co we sen 2s ieloe load elebelse 176.70 23,684 49 | 996 53 
Franklin and Megantic Railway Co............. “ee 32.70 «| 179 23 83 93 
Georges Valley Railroad Co.............6..566. yea 8.50 . 62 70 11 87 


69 Ont. Com. Interviews. 
7 Ont. Com. Interviews. 
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‘Railroad Com- 


ca Sue Mileage. | Excise Tax. |: cioners’tax. 
Grand Trunk Railway Co. of Canada.......--...+-- 89.37 19,069 78 555 48 
Kerinebec Central Railroad Co..........-2esee sees 5.00 230 79 14 57 
Lime Rock Railroad Cow... os... s cee eee ee es P30 1,395 60 58 72 
Maine Central Railroad Co............----22+eee0s- 649.77 184,976 64 4,669 75 
Monson Railroad Co..... 5... eee cee eect cece nee 8.16 32 38 6 13 
Phillips and Rangeley Railroad Oo...........+++... 28.60 124 79 23 83 
Portland and Rumford Falls Railway Co............ 63.85 19,716 34 497 74 
Rumford Falls and Rangeley Lakes Railroad Co....| 40.30 1,505 10 94 99 
Sandy River Railroad Co......... ss esses eee ce eeeees 18.00 666 20 50 46 
Sebasticook and Moosehead Railroad Co............ 15.00 81 05 15 35 
Somereet beatl Way ‘CO-) sou ast b nine 6 opciata mie epee ol esepele 42.06 1,972 76 124 51 
Washington Co. Railroad Co..........+..0-e see ee. 131.58 1,894 60 239 15 
Wiscasset, Waterville and Farmington Railroad. Co... 57.46 123 25 23 34 
York Harbor and Beach Railroad Co............... tea rt) 383 64 29 05 
bal 
(Street) : 
Atlantic Shore Line Railway Co.................45- 1.57 20 87 4 39 
Augusta, Winthrop and Gardiner Railway Co...... 26.64 448 06 56 55 
Bangor, Hampden and Winterpor Railway Co...... 4.52 189 41 23 91 
Bangor, Orono and Old Town Railtway Oo.......... 16.20 343 38 54 18 
Bangor Street Railway Co........ CONE RN te a 9.06 634 54 57 21 
Benton and Fairfield Railway Co....:...----+..40-- 4.12 88 51 13 98 
Biddeford and Sace Railroad Co.......--+--+- ee ees 7.61 511 89 46 15 
Calais Street Railway Co........ 6. sce e ee ee ee ee ences 7.00 89 73 14 16 
Fryeburg Horse Railroad Co...........-- ay ean 3.00 1 10 69 
_ Lewiston, Brunswick and Bath Street Railway Co..... 57.77 1,265 41 199 66 
Norway and Paris Street Railway Co..........-+.-+5 es 43 17 6 81 
Penobscot Central Railway Co...........eeee seers 26.25 89 23 28 17 
Portland Railroad Co... 2.6... ele ele le ce ces ete wee 77.82 6,730 71 530. 99 
Portsmouth, Kittery and York Street Railway Co....) 15 .50 712 89 74 97 
Rockland, Thomaston and Camden Street Railway Co.| 21.07 831 13 87 42 
Sanford and Cape Porpoise Railway Co............. 23.40 455 00 lea 
Skowhegan and Norridgewock Railway and Power Co. 5.75 5 44 | 3 43 
Somerset Traction Co... 22.6 cece etree eee tence es 12.20 55 64 17 53 
Waterville and Fairfield Railway and Light Co...... 4.75 322 61 294 


2321 .77 $388,647 36 $12,400 00. 


Compiled from data furnished in Annual Report of Railroad Commissioners, 1903. and 
Annual Report of the Board of State Assessors, 1903. ; 


MASSACHUSETTS. 


Massachusetts has not devised for its railroads any special system of tax- 
ation. The railroads and other transportation companies organized under 
_ the laws of the State fall into the class of general corporations and are treated 

as almost all other companies organized within the State. Banks and trust 
companies are treated in a special manner in certain particulars. The gen- 
eral property tax, covering the usual forms of real and personal property, is 
assessed and collected by the officers of the several municipalities, but the gen- 
eral corporation tax is administered entirely by State officers, though the 
greater part of the proceeds is distributed to the municipalities. 

The nature and operation of the general corporation tax which applies 
to railroads and other transportation companies is very admirably stated in 
a report of the Commission appointed to inquire into the expediency of re- 
vising and amending the laws of the Commonwealth of Massachusetts re-, - 
lating to taxation, 1897. 


8a. B.T.C: 
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This report, it is well°known, was chiefly written by Prof. F. W. Taussig 
of Harvard University, a member of the Commission. [rom it we quote a 
summary of the Massachusetts system for the taxation of corporations: 


In its main outlines the plan of the tax is as follows: 
The real estate and machinery of all corporations situated within the Com- 
monwealth are assessed by the local authorities and the taxes on them are paid 
directly to the respective cities or towns. The remainder of the property of 
the corporation, as indicated by the market value of the outstanding shares, 
over and above the taxed value of the real estate and machinery, is taxed by 
the Commonwealth under the corporation or franchise tax, and payment is 
made in the first instance to the treasury of the Commonwealth. The pro- 
ceeds, however, do not accrue in toto to the treasury of the Commonwealth, 
but are divided in large part among the cities and towns of the State. 


‘All corporations chartered by the Commonwealth of Massachusetts, or 
organized under the general corporation laws, for the purpose of business or 
profit, having a capital stock divided into shares, are subject to this annual 
tax, entitled a tax upon their corporate franchise. The tax affects, there- 
fore, corporations of the most various kinds,—manufacturing and trading es- 
tablishments, street railways, gas and electric light companies, electric power 
companies, private water supply companies, telegraph and telephone compa- 
nies and certain insurance companies. There are some important exceptions, 
however, to the scope of the tax. Savings banks are taxed differently; banks 
and mutual insurance companies are also treated in a different way. 


“The general corporation tax is assessed by the Tax Commissioner with 
the aid of returns from the corporations and from the local assessors. Every 
corporation must return to the Tax Commisisoner, under oath of its treasurer, 
a complete list of its shareholders, their places of residence, the number of 
shares owned by each on the first day of May, the amount of the capital stock 
of the corporation, its place of business, the par value and the market value 
of the shares on the first day of May and a statement of the works, structures, 
real estate and machinery owned by the corporation and subject to local taxa- 
tion within the Commonwealth; in the case of railroad and telegraph com- 
panies, the whole length of their lines and the length of so much of te'r 
lines as is without the Commonwealth; in the case of other corporations, the 
amount, value, and location of all works, structures, real estate, and machin- 
ery owned by them and subject to taxation without the Commonwealth. 


“‘The assessors of each city and town also return to the Tax Commis- 
sioner by the first Monday in August the names of all corporations established 
in their respective cities or towns or owning real estate therein, and a state- 
ment of the works, structures, real estate and machinery owned by each corpo- 
ration, and the amount for which such property is valued for local taxation. 
From these returns, or otherwise at hig discretion, the Tax Commissioner as- 
certains the true value of the shares of each corporation, which is described 
in the statute as the ‘‘true value of its corporate franchise.’? The shares of 
meny corporations being sold from time to time on the open market, their 
market value is comparatively easy to ascertain; but with the greater num- 
ber of corporations affected by the tax, the shares are seldom, if ever. sold or 
offered for sale in open market. In the case of such corporations the Tax 
Commissioner procures from the Corporation a statement of the condition ‘of 
the Company. of its assets and liabilities. In case of refusal to render a state- 
ment of condition, the commissioner is authorized to examine the books and 
to examine on oath the treasurer and directors. From this information, and 
such other information as he may be able to procure, the commissioner pro- 
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ceeds to put upon the corporation what he considers to be a just estimate of 
the true value of its ‘‘corporate franchise.”’ . : 


‘‘From the aggregate value of the shares of the company thus determined 
the Tax Commissioner makes the following deductions. In the case of rail- 
road and telegraph companies whose lines extend beyond the limits of the 
State, such portion of the whole valuation as is proportional to the length of 
that part of their line lying without the Commonwealth is deducted; and 
further an amount equal to the value of their real estate and machinery lo- 
cated and subject to taxation within the Commonwealth. The total value 
of the shares thus diminished by allowance for real estate and machinery al- 
ready taxed, and by the mileage and other apportionment in the case of rail- 
road and telegraph, and telephone companies, may be called the taxable corpo- 
rate excess. 


‘This corporate excess is then taxed at a rate which is roughly the aver- 
age rate of taxation in the Commonwealth. It is determined by the appor- 
tionment of the whole amount of money to be raised by taxation upon prop- 
erty in the Commonwealth during the current year upon the aggragate valua- 
tion of all the’ cities and towns for the preceding year. 


“The amount of the tax thus computed on corporate excess is then col- 
lected by the Treasurer of the Commonwealth. The Tax Commissioner no- 
tifies the Treasurer of each corporation of the amount of its tax; and the ease 
and certainty with which penalties can be applied to domestic corporations 
cause the taxes to be paid, as a rule, promptly, and with a minimum of ex- 
pense for collection. 


‘‘The tax having been paid into. the treasury of the Commonwealth, it ’s 
j« part distributed among the cities and towns, in part retained by the State. 
On the principle that personal property is taxable at the place of the owner’s 
domicile, such proportion of the tax as corresponds to the proportion of stock 
owned by persons residing in the Commonwealth is credited and paid to the 
several cities and towns where (as may appear from the corporation’s list of 
stockholders or from such other evidence as the Tax Commissioner may pro- 
cure) such shareholders resided on the first day of May next preceding. The 
remainder of the tax, which represents the shares in Massachusetts corpora- 
tions owned by persons who are not residents of any city or town in 
the Commonwealth, is retained in the State treasury.”’ 


In round numbers about eighty per cent. of the corporation tax is paid 
over to the municipalities and about twenty per cent. of it retained by the 
State. 


As to the working of the system in 1897 the report speaks as follows: 
‘“‘The taxation of shares in domestic corporations and in banks is in striking 
contrast with that of bonds, foreign stocks, and other securities taxable to the 
holder. Here there is no demand for a statement from the individual tax- 
payer, no doomage by local assessors, no guess work, no possibility of evading 
or diminishing taxes by change of domicile, no question of double taxation. 
The real estate and machinery are assessed locally; doubtless not with perfect 
equality and justice, but probably as carefully as would be possible under any 
system. The corporate excess is taxed at a uniform rate by the State. 
The taxes are regular and certain. They are heavy. and they yield a large 
revenue. The rate of taxes on corporate excess for the last fifteen years has 
been from year to year not far from $15 per $1,000, or about one and one-half 
per cent. on the'capital. The assessment in 1896 was $3,829,528.02. Yet 
little complaint is heard regarding these taxes,—a single proof that the tax 
payers accommodate themselves, if not with ease, at least without serious 
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complaint, to burdens which are steady, regular, predictable, and for which 
in consequence they are able to make calculations and adjust their affairs. 


“The corporation tax is particularly simple and is assessed with uner- 
ring exactness, in the case of large and well-known corporations, whose shares 
are regularly dealt in, and consequently have a publicly recorded value. 
lailways,- banks, the larger manufacturing corporations, and others whose 
stocks are frequently quoted, are taxed without a word of inquiry and with- 
out the possibility of escape. A very large number of miscellaneous corpo- 
rations are in a somewhat different position. Their shares are held by a 
few individuals, are rarely transferred, and are without a quotable market 
value. . . . Asa whole, this part of our tax system is an excellent exam, 
ple of the method of taxing corporations at the source, and of refraining from 
any dealings with the individual holder of corporate securities,—a method 
admitted on all hands to be the simplest, most efficient, and most equitable 
in the taxation of corporate property.’ 7” 


It is necessary to observe, however, that though this system works quite 
satisfactorily in Massachusetts, one can hardly conceive of its doing so in 
*most of the other states. Its successful operation depends very largely upon 
thistoric conditions, and especially upon the stringency of the Massachusetts 
laws with reference to the organization of railroad and other corporations, 
and which insure a bona fide payment in full of the ordinary shares, a limita- 
tion of the issue of mortgage bonds, etc. These conditions discourage any 
speculative manipulation of stock and encourage the holding of it as nor- 
mal investment for dividends. It is always possible, therefore, to very 
_ nearly arrive at the real value of the railroad property by taking the number 
and value of the shares of railway stock. The bonds of railway companies are 
not taxed.., 


The essential features of the law at present in force as it affects railroads, 
steam and electric, telegraph and telephone companies, are contained in the 
following sections of the ‘‘Revised Law Relating to the Taxes and Excises for 
Revenue upon Corporations in Massachusetts, 1902.’’ 


TAXATION OF CORPORATE FRANCHISES. 


“Section 37. Every corporation organized under the general or special 
laws of the commonwealth for purposes of business or profit, having a capi- 
tal stock divided into shares, except banks whose shares are otherwise taxable 
in addition to all returns required by its charter, shall annually, between the 
first and tenth days of May, return to the Tax Commissioner under oath of its 
treasurer, a complete list of its shareholders, their residences, the number of 
shares belonging to each, the amount of the capital stock of the corporation, 
its place of business and the par value and market value of the shares made 
up as of said first day of May. If stock is held as collateral security. such re- 
turn shall state the name and residence of the pledgeor and of the pledgee. It 
shall also contain a statement in detail of the works, structures, real estate 
vand machinery owned by said corporation, and subject to local taxation with- 
in the commonwealth, and of the location and value thereof. © Railroad and 
telegraph companies and street railway comipanies, whether chartered or or- 
ganized in this commonwealth or elsewhere, shall also state in their return 
- the whole length of their lines, and so much of the length of their lines as is 
without the commonwealth. Street railway companies shall also state in 
their return the length of track operated by them in each city or town on the 
thirtieth day of September perceding the return, to be determined by measur- 


7 Taxation Report, 1897, pp. 68-70. | ‘ 
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ing as single track the total length of all tracks operated by them including 
sidings and turn-outs, whether owned or leased by them or over which-they © 
have trackage rights only, and the amount of dividends paid un their capital 
stock during the year ending on such preceding thirtieth day of September, 
and during each year from the organization of the company. ‘Telephone 


companies organized under the general or special laws of this commonwealth 


and manufacturing, owning, using, selling or licensing others to use tele- 
y - of their 


phones, apparatus or appliances, but having in use within it an 
lines or telephones, shall also state in their return, in such form as the tax 
commissioner may require, the facts necessary to ascertain the deductions 


authorized by the following section. 

“Section 38. The tax commissioner shall ascertain from the returns or 
otherwise the true market value of the shares of each corporation subject to 
the requirements of the preceding section, and shall estimate therefrom the 
fair cash value of all of said shares constituting its capital stock on the pre- 
ceding first day of May, which, shall be taken as the true value of its corpo- 
rate franchise. From such value there shall be deducted : ; 


“Birst. In case of a railroad or telegraph company or of a street railway: 
company whether chartered or organized in this commonwealth or elsewhere, 
so much of the value of its capital stock as is proportional to the length of that 
part of its line, if any, lying without the commonwealth; and also the value 
of its real estate and machinery subject to local taxation within the common- 


wealth. 

“Second. In case of a domestic telephone company, the amount and mar- 
ket value of all stock in other corporations held by it upon which a tax has 
been paid in this or other states for the twelve months last preceding the date 
of the return; and in case of such a foreign telephone company, so much of the 
value of its capital stock as is proportional to the number of telephones used 
or controlled by it or under any letters patent owned or controlled by it 
without the commonwealth. In case of a telephone company, whether char- 
tered or organized in this commonwealth or elsewhere, the value of its real 
estate and machinery subject to local taxation within the commonwealth. 

‘Section 40. Every corporation shall annually pay a tax upon its ‘corpo- 
rate franchise, after making the deductions provided for, at a rate determined 
by an apportionment of the whole amount of money to be raised by taxation — 
ypon property in the commonwealth during the same year as returned by the 
assessors of the several cities and towns upon the aggregate valuation of all 
cities and towns for the preceding year; but if the return from any city or 
town is not received prior to the twentieth day of August, the amount raised 
by taxation in said city or town for the preceding year, as certified to the sec- 
retary of the commonwealth, may be adopted for the purpose of this deter- 
mination. The amount of tax assessed upon polls for the preceding year, as 
certified to the secretary, may be taken as the amount of poll tax to be de- 
ducted from the whole amount to be raised by taxation, in ascertaining the 
amount to tbe raised upon property. ; 

‘Section 41. If an operating company, including a company whose lines 
are located partly within and partly without the limits of the commonwealth 
whether chartered or organized under the laws of this commonwealth or elee- 
where. has paid during the year ending on the ...:tieth day of September 
preceding the date of the return required dividends exceeding in the aggre- 
gate eight per cent. upon its capital stock, it shall for every such year in ad- 
dition to the tax required by the preceding section pay a tax equal to the 
amount of such excess to be determined as therein provided by the tax com- 
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missioner; but such additional tax shall not be imposed if, from the date when 
the company commenced to operate the road, it has not paid dividends equiv- 
alent in the aggregate to at least six per cent. per annum upon its capital 
stock from year to year. 


‘‘Taxation of the Earnings of Street Railway Companies. 


“Section 43. A street railway company, including a company whose 
lines: are located partly within and partly without the limits of the common- 
wealth, whether chartered or organized under the laws of this common- 
wealth or elsewhere, shall annually, on or before the fifteenth day of October, 
make and file in the office of the board of assessors of every city and town in 
which any part of the railway operated by it is situated a return signed and 
sworn to by its president and treasurer stating the length of track operated by 
it in public ways in such city or town and also ~ « + :1tal length of track oper- 
ated by it in public ways, and also the amount of its gross receipts during the 
year ending on the preceding thirtieth day of September, including therein 
all amounts received by it from the operation of its railway, but excluding in- 
come derived from sale of power, rental of tracks or other sources. 

“Section 44. On or before the first day of November annually the assess- 
ors of every city and town in which a street railway is operated, including a 
company whose lines are located partly within and partly without the limits 
of the commonwealth, whether chartered or organized under the laws of this 
commonwealth or elsewhere, shall assess on each company described in the 
preceding section operating a railway therein an excise tax of an amount 
equal to such proportion of the following percentages of the gross receipts of 
such company as the length of tracks operated by it in public ways of such 
city or town bears to the total length of tracks operated by it im public ways. 

‘‘The percentage shall be based upon the annual gross receipts for each 
mile of track as follows and computed upon the aggregate of said annual gross 
receipts; four thousand dollars or less, one per cent., more than four thou- 
sand dollars and less than seven thousand, two per cent.; more than seven 
thousand dollars and less than fourteen thousand, two and one-quarter per 
cent.; more than fourteen thousand dollars and less than twenty-one thou- 
sand, two and one-half per cent.; more than twenty-one thousand and less 
than twenty-eight thousand, two and three-quarters per cent. ; twenty-eight 
thousand dollars or more, three per cent. 

‘‘The excise tax provided by this section shall be in addition to the taxes 
now provided by law. 

The amount of tax to be paid to each municipality is subject to certain 
rather complex modifications and to special relations between the street, rail- 
way company, and the municipality. 

“Section 46. Prior to the fifteenth day of November in each year the 
assessors of every city and town shall notify the collector of taxes thereof of 
the amount of excise tax so assessed upon it, which shall become due and pay- 
able within thirty days after the receipt of such notice. 


‘‘Taxation of Telegraph Companies. 


‘Section 48. Every corporation or association chartered or organized 
without the commonwealth which owns, controls or uses a line of telegraph 
within the commonwealth, shall make the returns required in section thirty- 
seven to be made by telegraph companies within the commonwealth, except 
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the list of its shareholders; and shall annually pay a tax at the rate deter- 


mined in the manner provided in section forty; and all telegraph lines within 


the commonwealth controlled and used by such corporation or association, 
shall, for the purposes of this chapter, be deemed to be a part of its own lines. 

“Section 61. No taxes shall be assessed ina city or town for state, 
county or town purposes, upon the shares in the capital stock or corporations, 
companies or associations for any year for which they pay to the treasurer 
and receiver general a tax on their corporate franchises. Such proportion of 
the tax collected of each corporation, company or association, except street 
railway companies as corresponds to the proportion of its stock owned by per- 
sons residing in this commonwealth shall be distributed, credited and paid to 
the several cities and towns in which, from the returns of other evidence, it 
appears that such persons resided on the preceding first day of May, accord- 
ing to the number of shares so held in such cities and towns, respectively. If 
a city or town owns stock in any corporation taxed upon its corporate fran- 
chise under the provisions of this chapter a return to said city or town shall 
be made as if it were owned by persons resident therein, The tax of each 
street railway company shall be apportioned among the several cities and 
towns in proportion to the length of tracks operated by such company in said 
cities and towns respectively. 


“Section 62. The tax commissioner shall, subject to appeal to the board 
of appeal, ascertain and determine the amount due to each city and town un- 
der the provisions of the preceding section, notify the treasurer of each city 
.. and town thereof and certify the amount as finally determined, to the treas- 
urer and receiver general, who shall thereupon pay over the same. 


“Section 64. The tax on corporate franchises herein imposed upon any 
corporation shall not affect nor prevent the imposition and collection of any 
other tax now authorized, or that may hereafter be authorized, upon any espe- 
cial privilege, franchise or business enjoyed or exercised by such corporation.”’ 


It will be observed that in the case of street railways where the earnings 
in the larger centres of population may be very considerable the general cor- 
poration tax has been supplemented by a gross earnings tax. It is also sig- 
nificant that when a special tax came to be levied upon the railroads for the 
support of the railroad commission it took the form of a tax upon gross earn- 
ings. 

From the modern point of view the least’ commendable feature of the 
‘Massachusetts system, as of that of Maine, is connected with the process of 
distributing the general corporation tax to the different municipalities on the 
basis of the stock held in them. As the Tax Commisisoner puts it, ‘‘The 
State is merely a mechanical machine for collecting the taxes, and nothing 
is said by the State as to what the money should be spent on. If some of the 
capital stock of the railroads is held outside the State, the tax on that is re- 
tained in the treasury and this amounts to practically twenty per cent. of the 
tax collected.’’ 7 This system places at the disposal of many a 
municipality a very considerable revenue which those who spend 
it have nothing to do with assessing or collecting, and which bears no neces- 
sary relation to the needs of the municipality, on the one hand, or the amount 
of property within it, on the other. The temptation to extravagance; there- 
fcre, is very considerable, inasmuch as the citizens do not feel that the expen- 
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diture bears directly upon them or is a charge upon their local property. 
The report of 1897 thus comments upon this feature of the Massachusetts sys- 
tem: ‘“There are, however, some questions as to the present modes of dis- 
tributing the proceeds of the taxes on corporate excess to which we think it 
necessary to call the attention of the General Court. They are distributed, 
as will be remembered, among the several cities and towns according to the 
ownership of shares by their inhabitants. We have already referred to some 
anomalous results of this method of distribution. It causes disproportion- 
ately lange sums to be turned over to a few towns much resorted to by persons 
of means. But, even apart from this difficulty, there are others which 
make it doubtful whether under any circumstances corporate excess should be 
made a direct source of revenue to the towns and cities. 


“With many corporations there is a very large corporate excess. All 
railways, by an old decision of the courts, are exempt from local taxation on 
their right of way; and, in any case, the value of their real estate and ma- 
chinery, taxable locally, is not a great proportion of their total valuation. 
This is even more strikingly true in the case of street railways. The cities 
and towns where the shareholders happen to reside, perhaps distant from the 
places where the enterprises are carried on, get the main benefit of the taxes. 


““On the whole, the present method of distributing corporate excess seems 
to us to be based on a doubtful principle, and to work badly in practice. It 
results in an arbitrary apportionment of large sums of money, with little visi- 
ble regard to the real claims and needs of the several cities and towns. We 
shall accordingly make recommendations for a change in this part of the tax 
system; for the retention of the tax on corporate excess by the State in the 
first instance, and for the utilization of the general financial resources of the 
State, with regard to the just needs of the local bodies.’’ 73 


All efforts, however, in the direction of altering the destination of taxes 
on corporations by allowing them to be applied to State purposes have failed. 
The municipalities are naturally unwilling to give up so fruitful a source of 
revenue and one collected without the least trouble or expense so far as they 
are concerned. The objection is the more strongly felt in that the place of 
such a revenue must be taken by additional direct taxation upon the residents 
of the municipalities. Since the members of the State Legislature are repre- 
sentatives of special local districts, they dare hardly support in the Legisla- 
ture at Boston, a measure which would be so unpopular in their own con- 
stituencies. Sie. 


In connection with the nature and working of the Massachusetts system 
the Ontario Commission received much practical and valuable information 
from Mr. W. D. T. Trefry, Tax Commissioner and Commissioner of Corpora- 
tions for the State of Massachusetts, and from Professor C. J. Bullock of 
Harvard University. 


Massachusetts has no state board of equalization or any elaborate machin- 
ery for securing an equal and uniform assessment of property throughout the 
State. In the matter of assessment each municipality has a comparatively 
free hand. The Tax Commissioner, however, has certain powers whieh may 
be employed towards the securing of an equal assessment, thus: ‘‘ He or his 
deputy may visit any city or town, inspect the work of its assessors and give 
to them such information and require of them such action as will tend to pro- 
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duce uniformity in valuation and assessments throughout the commonwealth. 
He or his deputy may cause an assessor who violates any of the laws relative 
to the assessment of taxes for which a penalty is imposed to be prosecuted, 
either in the county in which said officer resides or in an adjoining county.’’ 74 


In distinguishing between the amount of railroad property subject to 
loval taxation and that exempt from local taxation, quite an arbitrary rule is 
applied. Each line of railroad throughout the State is exempt from local 
taxation on a strip of land five rods wide. Railroad track and all buildings, 
etc., situated on that strip are exempt from taxation, but all land, buildings, 
or machinery beyond that area are subject to local taxation. In the case of 
buildings situated partly on the exempted strip and partly beyond it, they are 
partly taxed and partly exempt in proportion as each building is situated 
more or less within one or the other area. 


In valuing the stock of the railroads the Massachusetts wuthorities do not 
profess, as do those of the Western States, to take outside considerations into 
account. According to Mr. Trefry ‘‘we take the stock market only and de- 
pend on that entirely.’ This, however, applies mainly to railroads. ‘‘The 
railroads afford the easiest system I have to deal with, in other corporations 
I have to take every bit of information I can get in order to make up my mind. 
as to the value.’’ The values of the shares are taken as quoted on the first 
of May each year. Where, however, there is any suspicion that the value of 
the stock on the first of May has been manipulated with a view to affecting 
the assessment of a corporation, the quotation of that day may not be accepted. 
This has occurred only in the case of a few small companies. 


It is quite obvious that, inasmuch as the majority of the recently con- 
structed railroads have secured most of their effective capital through the sale 
of bonds, an assessment of the market values of the stock alone would not rep- 
resent the value of the railroads. Yet in Massachusetts the value of the 
stock alone is taken. So far as the corporations are concerned the bonds es- 
cape altogether, though they are expected to be assessed to their holders with- 
in the State as personal property. It is generally understood that in this 
shape few of them are reached. Hitherto all efforts to include the bonds in 
the assessment of Massachusetts railroads have failed. As Mr. Trefry puts 
it ‘‘For several years we have tried, but the simplest argument is the one that 
frightens the Legislature. The railroads simply say ‘You are taxing a 
debt.’ ’’ |He was quite of the opinion that the Massachusetts system, being 
the product of local and historic conditions, could not be applied to any new 
country. Asked if the railroads were satisfied with the system of taxation, 
in Massachusetts, Mr. Trefry answered‘‘Yes, I think so. We never see the 
manager of a railroad up here to protest against the tax, but plenty of other 
corporations conie here as they all have the right to come for revision of their 
taxes.”’ . 


As to the treatment of the Pullman Car Company, which is the only one 
of the kind operating in the State, Mr. Trefry explained that ‘““They have no 
charter in the State but they pay an excise tax amounting to one one-hun- 
dredth of one per cent. on their authorized capital. But that tax cannot ex- 
ceed $2,000, so they pay $2,000 no matter how much or how little business 
they do.’? With reference to private car or car loaning companies, he fur- 
ther stated that “If they have a place of business in the State, we get the 
same excise tax of one one-hundredth of one per cent., but if they have no 
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place of business we don’t get anything. Under our present system we could 
not get at them unless we had a license system in the State, which we have 
not.’75 It appears that Massachusetts, unlike most of the 
Western States, derives practically no revenue from such companies. 
Tt is also pointed out that in the case of an express company, such as the 
- Wells Fargo, which does only an interstate business, the State of Massachu- 
setts gets no revenue from the proportion of the business done within that 
State, although the offices and other specific property of the company are sub- 
ject to local rates. 

In an interview with Mr. James F. Jackson, Chairman of the State 
Board of Railroad Commissioners, it was learned that the Commission has no 
difficulty in obtaining from the-railroads any information for which they have 
occasion to ask. ‘‘Under the statute, the Commissioner has the right to 
ask for whatever information he desires to assist him in his work, and there 
seems no reason to believe that any attempt exists on the part of the railways 
to conceal or withold any facts desired.’’ 7 

Professor C. J. Bullock of Harvard University, in discussing the Massa- 
chusetts system of taxing railways, expressed the opinion that ‘‘the result is 
rather unfortunate on account of the return to the municipalities of thein pro- 
portion on the basis of the amount of stock held. He would recommend that 
the whole amount received from the railway should be retained for State pur- 
poses, and he contends that nine-tenths of the municipalities would be bene- 
fited by the change.’’ He was also of opinion that corporations generally, 
should be taxed by the State as corporations and not in the shape of securi- 
ties held by private individuals. ‘‘If corporations are taxed adequately on 
all their property, there could be no objection to taxing their real. estate lo- 
cally, but if their corporate business is not taxed adequately but only their 
real estate, then thev are not bearing their proper share of taxation and local 
assessors cannot deal with such a situation. Asa rule they will not tax the 
property enough. - There are some railroads in the United States, I have 
found, who are actually paying in local taxes as much, or about as much, as 
they ought to pay. That is because some municipalities held them up and 
succeeded in taxing them very severely.’’ In discussing the difficulty of tax- 
ing the bonds of a railroad. as contrasted with its ordinary stock, Professor 
Bullock explained that there is a legal difficulty in the United States concern 
ing this matter, and spoke of the trouble which had arisen in Pennsylvania, 
where, under a former system, “‘certain non-resident bond-holders attacked 
the constitutionality of the law, claiming that a bond was no part of the prop- 
erty of a railroad but rather an obligation of the road, which, of course, it is 
legally, while economically it is only one way of raising capital. The court, 
however, held that it was an obligation and that only those bonds could be 
taxed which were held by the citizens of the State, just the same as any other 
property, but that the taxing power did not extend into Ohio or anywhere 
outside the State of Pennsylvania. The result is that now the Pennsylvania 
law is incomplete. They collect the tax from the corporations on all of their 
stock,—they have the right to tax that because it is part of the corporate 
franchise—but they cannot tax the bonds as part of the franchise. They can 
tax the bonds belonging to citizens of Pennsylvania but they cannot tax bonds 
held by non-residents. This difficulty in handling bonds is a difficulty that 

- grows up wholly out of the decisions of our American courts. If you are 
likely to confront the same legal difficulty in Ontario in the case of bonds, 
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that will be a decisive argument against adopting the Pennsylvania: system 
of valuation. The railways would then probably raise the point that. bonds 
are not part of the capital but are part of their obligations. This can all be 
avoided, of course, by taking their earnings,’’ 77 


With reference to the system of taxing railroads on gross earnings, he 
obverved that ‘‘It is not an ideal system but unless the Government can con- 
trol the accounts of the railroads it would seem to be the only possible system 
of taxation on earnings. The United States can control the accounts of all 
the railroads, and if they should ever adopt a uniform system, they could pre- 
scribe the form for railroad accounting and having these returns it would be 
possible to tax net earnings satisfactorily. Of course, a State like Massachu- 
setts not having that power could not tax net earnings. Possibly in time the 
Federal Government may co-operate with the States, but.that will take a 
great deal of time to bring about, and naturally the railroads oppose it very 
strenuously. The railroads admit, however, that the form of accounting 
which the Interstate Commerce Commission has prescribed is a good thing, 
and that great improvements have resulted from adopting the standards of 
the Interstate Commerce Commission.’’ It was also pointed out that a tax on 
the gross earnings of the railroads in the United States is very difficult to 
manage on a perfectly constitutional basis, owing to the legal difficulties 
arising out of interference with the Interstate Commerce on the part of in- 
dividual States. 


In explanation of the large revenue derived from the railroads in Massa- 
chusetts, Professor Bullock observed, ‘That, of course, grows out of the na- 
ture of our railroads. The traffic is dense and the railroads are well estab- 
lished. Nearly all pay dividends. We have no extensive mileage through 
unproductive country and the roads are capitalized, on account of valuable 
terminals, at a large amount per mile.’’ 

Owing to the fact that the railroads are taxed under the general law ap- 
plicable to corporations, no separate return is made in the published report of 
the Tax Commissioner of the taxes paid by the various railroad companies. 
In the Report of the State Railroad Commissioners a detailed report is given 
of each railroad company operating in the State. But, though the total tax 
paid by each company is given, the proportion paid to the State of Massachu- 

setts is not separately stated. The following tables, however, give certain 
aggregate returns which illustrate several features of the Massachusetts sys- 
tem. 

Rai~RoaD Corporations. 


Returns for the Year 1903. Miles. 


Length ‘of main road and branches: ...505.0/000..... Seccccceke 3,793 

Tn) Massachusetts’ <0: us kc Rea, ee 2,110 
Total length as single track ......... .. PRS. Ae A ead cana 7,601 

fn SMassachtisetts oi. 00 coe ean ees ee te ee ae - 4,469 
Gapitalistock, -cOmMON v.04. .02h ¢0.21s4ani A ee ne $207 324,665 
Capital*stocky preferred: 20; 2 Ae ae ee ee ee 28,509,800 
Stock (held sin (Massachusetts s).o00: 8 ike oreo an 122,399,300 
BAUER MAC DE! te css hex oy teceene OMe Uk Mine ts Megas ory 133,435,355 
TaROs Sasa ky ee ech, Mee ee eR PS eee $5,017,971 
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RaiILRoaAD OorRPORATIONS— Continued. 


Gross eurnings “from Operation ....5..05jereseqcereee eos renee $93,305,021 
Operavine ex PorsOs wien) Hiern use k Rucy Cothde erste dss Ane ae pee 67,774,863 
Net earnings from operation .........0 2.0 eeceee nee cee $25,551,067 
Income from all other sources ... ... .-.1:. cee eee cecereeeeete, 12,815,071 
Total income above operating expenses ... ...... «:- ' $37,866,138 
Interest, taxes and other charges ...... 22.0.2 csseeeeeeeeeeenees 24,087,170 
Netrdtvisrble aimcome so... 2c.c fucks chces ae deste vcisqetent Serer $13,778,968 
Amount of dividends declared ........5 csiecseceeteeee ereeee oe 13,495,188 


Compiled from statistics furnished in Report of the Tax Commissioner, 1903, and Report 
of the Board of Railroad Commissioners, 1903. 


Whole Amount of Taxes Assessed under Revised Laws, Relative to Taxa- 
tion of Corporations. 


Gemer alist Os ee sees Seen eS cae EIS MAMAN ihe a8 Nasaiar tas Seales $4,766,211 12 
SETOCCE Eval Ways ireuorsc acre eae eels clic tns Sea icle date Me cians oe nsin Attensa 984,229 47 


$5,750,440 59 
Amount due to cities and towns: 
Om account, of eneral liste: i520. sass eye secon $3,443,971 20 
On account of Street Railways ... ...... .. :... 981,886 36 
A480 (00 


Balance accruing to the commonwealth ................ $1,324,583 03 


Report of Tax Commissioner, 1903. 


The comparative valuation of the capital stock and real estate and ma- 
chinery of the corporations during the years 1902 ae, 1903 is as follows: 


Total valuation of the capital stock of corpor’ ions strates $720,466 822 
Valuation of real estate and machinery ...... °. Le ee 411,184,712 
Aggregate excess on which a state tax was ini ERek oat 343,105,331 


The average rate of taxation which is applied to all business corporations 
has been as follows, for the last four years: 


Rate per $1,000. 
$16 14 


ODO maar eee se aS caeee sanseem coset wisHes ses side: 0eeia Wh ses ease eee -& Ameer doles ue 

OME DHE, Cnc SOR, weptean ted, PR aac aNer, Petr aicaala neh tenes aaa me oo a 16 18 
ROOD iiecig etry etic ceca s Lettalnal selves uate ou cater chpetons Soe “tate Hea aac e Nala Soee 16 18 
NOD Serer cs Vics eaten Pau ee Ls aah ai ose Alte. Sacre eae teehee ieee oe eae ane thas 16 76 


Report of the Tax Commissioners, Massachusetts, for 1903. 


NEW YORK STATE. 


The system of railroad taxation in New York is more complex than in 
most of the other States. As in the majority of cases, however, and more 
particularly in the Eastern States, the system is conditioned by historic fea- 
tures, which it would be very difficult to alter without disturbing the estab- 
lished fiscal system of the minor municipalities as well as of the larger cities 
and of the State itself. Thus, while the newer corporations, such as electric 
street railways, are treated by more modern methods, the older corporations, 
such as the banks and the steam railroads, are still subject to tne older meth- 
ods of local taxation. Yet, newer systems of state taxes are superadded to 
reach the increase in corporate or non-physical values. 
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Until recently the State of New York met its fiscal needs, local, city and 
state, by the general property tax. But in 1880 the system was inaugurated, 
*n connection with bank stock, of levying for State purposes a special tax upon 
corporations. Since 1899 the new special franchise tax has been in_opera- 
tion and the expansion of this system has rendered the State almost independ- 
ent of any share in the general property tax levied upon real estate and per- 
sonal property in the local municipalities. The following returns will illus- 
trate the decline in the amount of direct taxes required by the State: 


Year. Direct State Tax. | Indirect State Tax. 
| 
1899 $12,640,228 $10,463,265 
1900 10,704,153 4% 13,236,849 
1901 6,824,306 15,611,498 
1902 748,072 16,051,353 
1903 761,085 | 22,341,802 


————s. ee ke = As ~- a = 2 oct 


Mr. Peter Deyo, Secretary of the State Tax Commission, put the matter 
#8 follows: ‘“We have reached a point now in the State where all the tax 
collected directly for State purposes and paid into the State Treasury for ex- 
penses for State Government is about $750,000, and that will probably be 
eliminated because we expect enough revenue from the indirect’taxes to pay: 
all the expenses of the Government.”’ 79 


As the result of the peculiar growth of the New York State system of tax- 
ation, the railroads find themselves subjected to several different taxes. In 
the first place they are taxed on their real and personal property for township, 
county and school purposes. These taxes vary with the different municipali- 
tres. They are also taxed for State purposes upon their real estate, this tax 
being collected for the State by the local authorities, and varying from year 
to year with the needs of the State, as we have seen. Then they are subject 
to various special taxes levied by the State alone. First, there is the organl- 
zation tax of one-twentieth of one per cent. upon the amount of their capital 
stock. In the case of foreign corporations the rate of the license tax is one- 
eighth of one per cent. on the capital employed within the State. Next there 
is the annual franchise tax, upon the basis of the capital stock employed with- 
‘a the State, and levied at the rate of one-fourth of a mill for each one per 
cent. of dividends of six per cent. or upwards. If the dividend is less than 
six per cent., they are taxed at the rate of one and a half mills ‘‘upon such 
portion of the capital stock at par as the amount of capital employed within 
this State bears to the entire capital of the corporation.”’ 


Then there is an additional franchise tax upon all transportation and 
transmission corporations, as a license for the exercise of their franchise to do 
business within the State. This is levied at the rate of five-tenths of one 
per cent. on their gross earnings derived from business within the State. Fi- 
nally, the railroads are subject to a special tax upon their earnings for the 
support of the State Railroad Commission. 


Except for some slight variations which will be noted, the various other 
transportation and transmission corporations, such as steamboat, ferry, ex- 
press, pipe-line, baggage, telegraph, telephone, palace or sleeping-car compa- 
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nies, are subject to practically the same taxes as steam railroad corporations. 
The elevated railroads or surface railroads not operated by steam are subject 
to special taxés on gross earnings, and in consequence are exempt from the 
tax on capital stock. 


Though in several respects the railroads and other transportation and 
transmission companies, as regards the details of their taxation, are treated 
differently from such corporations as. banks, insurance companies, trust com- 
panies, etc., yet, so far as they are taxed directly by the State, they are all 
under the general section of the tax law relating to the taxation of corpora- 
tions. The taxes on real estate and personal property, whether for state or 
local purposes are as a rule assessed and collected by the local authorities, sub- 
ject to the revision of the Board of Equalization, as in the majori‘y of other 
States. As to the basis to the local taxes on railroads, Mr. Deyo says, ‘“They 
are assessed locally by the local authorities for their tracks and road beds, and 
the basis of that assessment is the cost of reproduction. At the time the as- 
sessment was made they figured out what it would cost to make the road new 
and then made a sufficient allowance for depreciation.” 


There being so many different features in the New York system for tax- 
ing railroads, and other transportation systems, the law covering them is 
naturally varied and extensive. However, the chief features of it, so far as 
it affects railroads and like corporations, are given in the following extracts: 


“‘Definitions.—The terms ‘land,’ ‘real estate,’ and ‘real property,’ as 
used in this chapter, include the land itself above and under water, all build- 
ings and other articles and structures, substructures and _ superstructures, 
erected upon, under or above, or affixed tothe same . . . all bridges, all 
telegraph lines, wires, poles and appurtenances; all supports and inclosures for 
electrical conductors and other appurtenances upon, above and under ground; 
all surface, underground or elevated railroads, including the value of all 
franchises, rights or permission to construct, maintain or operate the same in, 
under, above, on or. through, streets, highways, or public places; all rail- 
road structures, substructures and superstructures, tracks and the iron there- 
on; branches, switches and other fixtures permitted or authorized to be made, 
laid or placed in, upon, above or under any public or private road, street or 
ground. . . . A franchise, right, authority or permission specified in 
this sub-division shall for the purpose of taxation be known as a “‘special 
franchise.’’ A special franchise shall be deemed to include the value of the 
tangible property of a person, co-partnership, association or corporation situ- 
ated in, upon, under or above any street, highway, public place or public wa- 
ters in connection with the special franchise. The tangible property so in- 
eluded shall be taxed as a part of the special franchise.’’ 


3 d 


“The terms ‘‘personal estate,’’ and ‘‘personal property,’’ as used in this 
chapter, include chattels, money, things in action, debts due from solvent 
debtors, whether on account, contract, note, bond or mortgage . . . pub- 
lic stocks, stocks in moneyed corporations, and such portion of the capital of 
incorporated companies, liable to taxation on their capital, as shall not be in- 
vested in real estate.’ 


“Property liable to taxation.—All real property within this state, and all 
personal property situated or owned within this state, is taxable unless ex- 
empt from taxation by law.”’ 


“Place of taxation of property of corporations.—The real estate of all 
incorporated companies liable to taxation, shall be assessed in the tax dis- 
trict in which the same shall lie, in the same manner as the real estate of in- 


128 REPORT OF THE COMMISSION No. 54 


dividuals. All the personal estate of every incorporated company liable to 
taxation on its capital shall be assessed in the tax district where the princi- 
pal office or place for transacting the financial concerns ofthe company 
shall be or if such company have no principal office, or place for transact- 
ing its financial concerns, then in the tax district where the vperations of 
such company shall be carried on.”’ 


“Taxation of corporate stock.—The capital stock of every company lia- 
ble to taxation, except such part of it as shall have been excepted in the as- 
sessment-roll or shall be exempt by law, together with its surplus profits or 
reserve funds exceeding ten percentum of its capital, after deducting the as- 
sessed value of its real estate, and all shares of stock in other corporations ac- 
tually owned by such company which are taxable upon their capital stock un- 
der the laws of this state, shall be assessed at its actual value.’’ 


‘Corporations how assessed.__The assessors shall assess corporations ha- 
ble to taxation in their repective tax districts upon their assessment-rolls in 
the following manner: 


‘1, In the first column the name of each corporation, and under its 
name the amount of its capital stock paid in and secured to be paid in; the 
amount paid by it for real property then owned by it wherever situated; the 
amount of all surplus profits or reserve funds exceeding ten per centum of 
their capital, after deducting therefrom the amount of said real property and 
the amount of its stock, if any, belonging to the state and to incorporated lit- 
_erary and charitable institutions. 


“2. In the second column the quantity of real property except special 
franchises owned by such corporation and situated within their tax district. 


“3. In the third column the actual value of such real property except 
special franchises. 


“4. In the fourth column the amount of the capital stock paid in and 
secured to be paid in, and of all such surplus profits or reserve funds as afore- 
said, after deducting the sums paid out for all. the real estate of the company, 
wherever the same may be situated, and then belonging to it, and the amount 
of stock, if any, belonging to the people of the state and to incorporated lit- 
erary and charitable institutions. 


“0. In the fifth column the value of any special franchise owned by it 
as fixed by the state board of tax commissioners. 


‘‘Assessors to apportion valuation of railroad, telegraph, telephone, or 
pipe line companies between school districts. |The assessors of each town in 
which a railroad, telegraph, telephone or pipe line company is assessed upon 
property lying in more than one school district therein, shall, within fifteen 
days after the final completion of the roll, apportion the assessed valuation 
of the property of each of such corporations among the school districts. 


“Assessment of special franchises.—The state board of tax commission- 
ers shall annually fix and determine the valuation of each special franchisé 
subject to assessment in each city, town, or tax district. After the time 
fixed for hearing complaints the tax commissioners shall finally determine 
the valuation of the special franchises, and shall file with the clerk of the city 
or town in which said special franchise is assessed a written statement duly 
certified by the secretary of the board of the valuation of each special fran- 
chise assessed therein as finally fixed and determined by said board. ee 
The valuation so fixed by the state board shall be the assessed valuation on 
which all taxes based on such special franchise in the city, town or village 
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for state, municipal, school or highway purposes shall be levied during the 
next ensuing year. 


‘“Hearing on special franchise assessment.—On making an assessment of 
a special franchise, the state board of tax commissioners shall immediately 
give notice in writing to the person,, copartnership, association or corpora- 
tion affected, stating in substance that such assessment has been made, the 
total valuation of such special franchise, and the valuation thereof in each 
city, town, village or tax district, and that the board will meet at its office 
in the city of Albany on a day specified in such notice, which must not be less 
than twenty nor more than thirty days from the date of the notice, to hear 
and determine any complaint concerning such assessment. 


“Special franchise tax not to affect other tax.—The imposition or pay- 
ment of a special franchise tax as provided in this chapter shall not relieve 
any association, copartnership or corporation from the payment of any or- 
ganization tax or franchise tax or any other tax otherwise imposed by article 
nine of this chapter, or by any other provision of law; but tangible property 
subject to a special franchise tax situated in, upon, under or above any street, 
highway, public place or public waters, as described in subdivision three of 
section two shall not be taxable except upon the assessment made as herein 
provided by the state board of tax commissioners. 


‘Statement of taxes upon certain corporations by clerk of supervisors.— 
The clerk of each board of supervisors shall, within five days after the tax 
warrant is completed, deliver to the county treasurer, a statement showing the 
names, valuation of property and the amount of tax of every railroad corpo- 
ration and telegraph, telephone and electric-light line in Ba tax district in 
the county. 


‘“Payment of taxes by railroad and certain other corporations.—Any rail- 
road, telegraph, telephone or electric- light company may, within thirty days 
after receipt of notice by the county treasurer from the clerk of the board of 
supervisors, pay its tax, with one per centum fees for collection to the county 
treasurer, who shall credit the same with such fees to the collector of the tax 
district, unless otherwise required by law. 


“Organization tax.—Every stock corporation incorporated under any law 
of this state shall pay to the state treasurer a tax of one-twentieth of one per 
per centum upon the amount of capital stock which the corporation is author- 
ized to have, and a like tax upon any subsequent increase. 


‘License Tax on foreign corporations.—Every foreign corporation, ex- 
cept banking corporations, fire, marine, casualty and life insurance compa- 
nies, co-operative fraternal insurance companies and building and loan associa- 
tions, authorized to do business under the general corporation law, shall pay 
to the state treasurer, for the use of the state, a license fee of one-eighth of 
one per centum for the privilege of exercising its corporate franchises or car- 
rying on its business in such corporate or organized capacity in this state, to 
be computed upon the basis of the capital stock employed by it within this 
state, during the first year of carrying on its business in this state; and if any 
year thereafter any such corporation shall employ an increased amount of its 
capital stock within this state, the same license fee shall be due and payable 
upon any such increase. 

‘‘Franchise tax on corporations.—Every corporation, joint stock com- 
pany or association incorporated, organized or formed under, by or pursuant 
- to law in this state, shall pay to the state treasurer annually an annaul tax to 
be computed upon the basis of the amount of its capital stock employed with- 
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in this state and upon each dollar of such amount, at the rate of one-quarter 
of a mill for each one per centum of dividends made and declared upon its 
capital stock during each year, ending with the thirty-first day of October, 
if the dividends amount to six or more than six per centum upon the par 
value of such capital stock. If such dividend or dividends amount to less 
than six per centum upon the par value of such capital stock, 
the tax rate shall be at the rate of one and one-half mills upon 
such portion of the capital stock at par as the amount of capital employed 
within this state bears to the entire capital of the corporation. If no divi- 
dends are made or declared, the tax shall be atthe rate of one and one-half 
mills upon each dollar of the appraised capital employed within this state.”’ 
(Where a corporation may have more than one kind of stock, upon one of 
which dividends are paid at the rate of one per cent. or over and upon an- 
other at less than six per cent. taxes will be levied upon these two kinds of 
stock separately on the basis provided above). . . - ‘Every corporation, 
joint stock company or association organized, incorporated or formed under 
the laws of any other state or country shall pay a like tax for the privilege of 
exercising its corporate franchises or carrying on its business in such corpo- 
rate or organized capacity in this state, to be computed upon the basis of the 
capital employed by it within this state. 

“Qertain corporations exempt from tax on capital stock.—Joint stock 
companies or associations operating elevated railroads or surface railroads not 
operated by steam, or formed for supplying water or gas for electric or steam 
heating, lighting or power purposes.’’ 

‘‘A dditional franchise tax on transportation and transmission corpora- 
tions and associations.—Every corporation and joint stock association formed 
for steam surface railroad, canal, steamboat, ferry, express, navigation, pipe- 
line, transfer, baggage express, telegraph, telephone, palace car or sleeping- 
cai purposes, shall pay for the privilege of exercising its corporate franchises 
or carrying on its business in such corporate or organized capacity in ‘this 
state, an annual excise tax or license fee which shall be equal to five-tenths 
of one per centum upon its gross earnings within the state, which shall in- 
clude its gross earnings from its transportation or transmission business orig- 
inating and terminating within this state, but shall not include earnings de- 
rived from business of an interstate character. 


‘‘Wranchise tax on elevated railroads or surface railroads not operated 
by steam.— Every corporation, joint-stock company or association operating 
any elevated railroad or surface railroad not operated by steam shall pay to 


the state for the privilege of exercising its corporate franchise or carrying on 
its business in such corporate or organized capacity within this state, an an- 
nual tax which shall be one per centum upon its gross earnings from all 
sources within this state, and three per centum upon the amount of dividends 
declared or paid in excess of four per centum upon the actual amount of paid- 


up capital employed by such corporation, joint-stock company or association. 


“Reports of corporations.—Corporations liable to pay a tax under this 
article shall report as follows : 


“1. Corporations paying franchise tax.—Every corporation, associa-_ 
tion or joint-stock company lable to pay a tax under section one hundred and 
eighty-two of this chapter shall, on or before November fifteenth in each 
year, make a written report to the comptroller of its condition at the close of 
‘ts business on October thirty-first preceding, stating the amount of its au- 
thorized capital stock, the amount of stock paid in. the date and rate per cent. 
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of each dividend declared by it during the year ending with such day, the 
entire amount of the capital of such corporation, and the capital employed 
by it in this state during the year. 


“2. Transportation and transmission companies.—Every transportation 
or transmission corporation, joint-stock company or association liable to pay 
an additional tax under section one hundred and eighty-four of this chapter, 
shall also, on or before August first in each year, make a written report to the 
comptroller of its condition at the close of its business on June thirtieth pre- 
ceding, stating the amount of its gross earnings from all sources and ‘the 
‘amount of its gross earnings from its transportation or transmission business 
originating and terminating within this state. 

“3. Elevated and surface railroad companies.—Every corporation, 
joint-stock company or association lable to pay a tax under section one hun- 
dred and eighty-five of this chapter shall, on or before August first of each 
year, make a written report to the comptroller of its condition at the close of 
its business on June thirtieth preceding, stating the amount of its gross earn- 
ings from business done in this state, the amount of dividends of every nature 
declared or paid during the year ending June thirtieth, the authorized capi- 
tal of the company and the amount of capital stock actually issued and out- 
standing. 

‘‘Powers of comptrollers to examine into the affairs of corporation.—In 
case any report required by any of the preceding sections of this article shall 
be unsatisfactory to the comptroller, or if any such report is not made as here- 
in required, the comptroller is authorized to make an estimate of the divi- 
dends paid by such corporation and the value of the capital stock employed 
by it, from any such report or from any other data, and to order and state an 
account according to the estimate and value so made by him for the taxes, ° 
percentage and interest due the state for such corporation, association, joint 
stock company, person or partnership. The comptroller shall also have 
power to examine or cause to be examined in case of a failure to report or in 
case the report is unsatisfactory to him, the books and records of any such 
corporation, joint-stock association, company, foreign banker, person or part- 
nership, and may hear testimony and take proofs material for his informa- 
tion, either personally or he may appoint a commissioner by a written ap- 
pointment under his hand and official seal for that purpose. 


‘‘Hxemptions from other state taxation.—The personal property of every 
corporation, company, association or partnership, taxable under this article, 
other than for an organization tax, shall be exempt from assessinent and taxa- 
tion upon its personal property for state purposes. 


‘‘Application of taxes.—The taxes imposed by this article and the reve- 
nues thereof shall be applicable to the general fund of the treasury and to the 
payment of all claims and demands which are a lawful charge thereon.’’ © 


It will be observed that in the case of street railways, etc.. it is provided 
tbat a special franchise shall be deemed to include the value of the tangible 
property of a person, copartnership, association or corporation situated in, 
upon, under or above any street, highway, public place or public waters in 
ecnnection with a special franchise. The tangible property so included shall 
be taxed as part of the special franchise. Now, as the State Board of Tax 
Commissioners was given power under the Act of 1899 to assess the special 
franchises, the complete taxing of street railways and other corporations 
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making use of the public highways was handed over to the State Board and 
brought under a uniform system. Some of the conditions which led up to 
this situation are thus stated by Mr. Deyo, the Secretary of the Board. 
‘The local conditions vary greatly in different cities. The municipalities 
insist upon various conditions. Some say the railways should keep the road 
in repair within two feet from the outside, and there are all sorts of similar 
conditions. In one city the street railroads are obliged to pave the streets 
from curb to curb. There are so many conditions that enter into the value 
of a franchise in a city that it seems to us in this State, very hard to fix any 
law that could be so nearly just as the special franchise law, if honestly ad- 
m‘nistered. Of course, you have the element of local influences too, and 
when this law was passed the corporations raised the cry ‘For Heaven’s sake 
deliver us from the hands of the local assessors.’ The Government, then, 
has provided this means of valuation, which is a great advance on the old sys- | 
tem. The steam railroads are affected by this law only to the extent that 
they are on the public streets and highways in crossing. They are not 
valued by any single body, as they are in New Jersey. ‘Their property, 
their tracks, their stations, etc., are left entirely to the local authorities.”’ * 


A number of the larger corporations in the city of New York, whose prop- 
erty was particularly affected by the special franchise law, objected to the 
new system and appealed from it on the following grounds: ‘“That the act 
which rendered the special franchise subject to taxation was enacted in viola- 
tion of the constitution of the United States, because of impairing the obli- 
gation of contracts, and in violation of the provision of the Constitution of 
the State of New York which secures Home Rule to towns, cities, and vil- 
lages; that the statute was impracticable and was difficult of execution, and 
that it was void for this reason, and finally that the assessments were exces- 
sive.’’ & 


On April 28th, 1903, the Court of Appeals, the highest tribunal in the 
State, upheld unanimously the constitutional and administrative validity of 
the special franchise tax law at every point. The law was passed in 1899 
and the first valuations under it were made in 1900. ‘‘Five of the corpora- 
tions affected by the Court of Appeals’ decision have appealed to the United 
States Supreme Court, but it is generally believed by careful observers that 
the highest court is likely to affirm the Court of Appeals upon this matter of 
state concern, it being the conceded right of a State to determine what prop- 
erty shall be taxed and in what manner under the conditions found by our 
highest court in this issue.’’ ® 


The arguments of counsel and the judgments of the courts on this most 
important question as to the present and future of property and taxation, are 
very interesting and instructive. The impossibility of an adequate valua- 
tion by local assessors of franchises or intangible property, which is already so 
important a form of exchangeable economic right, is set forth in the written 
opinion of the Honorable Robert Earl, Judge of the Supreme Court at Albany 
and Referee in the cases relating to the special franchise tax. ‘‘They (fran- 
chises) are intangible property generally, without the market or saleable value 
other real estate has for the guidance of local assessors. They most always 
extend through several taxing districts and frequently through several mu- 
nicipalities. It is at least very difficult to assess their value.. With the 
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best of advantages and with the aid of expert skill and great experience and 
study it is difficult, if not impossible, to reach a satisfactory basis for their 
valuation. We know from our observation and experience how incompetent 
local assessors are to deal with such property generally, not wholly within 
any assessment district. Under such circumstances, with this new species of 
property, generally having no precise circumscribed situs like other real 
property, the Legislature in this act made this property taxable and com- 
mitted its assessment to the Other State Board of Tax Commissioners, who can 
study the problems involved in the assessment and call to their assistance ex- 
pert aid and report to all needed sources of information as to values. Having 
all the franchises in the State to assess, they can obtain knowledge and skill 
in valuing such property, which local assessors could never be expected to ob- 
tain.’’ 4 

Again, with reference to the objection that the taxing of 
franchises may involve the violation of contracts, Judge Earl says: ‘“‘It is 
said that these franchises cannot now be taxed because they were not taxable 
at the time they were granted. They were not by any law or contract ex- 
empted from taxation. They were property of immense value under the 
protection of the Government and there was’no reason in their nature for ex- 
empting them from taxation. There was no contract expressed or implied 
that they should never be compelled to bear their share of public burdens like 
other property. The Legislature, having unlimited power of taxation, may 
increase taxation and may bring within its scope new kinds of property 
values and thus disappoint the plans and expectations of many in all business 
relations. It may for the first time impose succession or transfer taxes, in- 
come taxes and many others that can be imagined and thus disturb business 
relations, investments of property and contracts heen individuals in reli- 
ance upon existing laws, and yet such taxes cannot be condemned as violat- 
ing the obligation of contracts. Persons who deal with the State and take 
grants-from it do so with full knowledge of its power of taxation, and if they 
wish to be exempt from taxation as to any property or rights derived from the 
State, they must acquire such exemption by unmistakable stipulations in 
their contracts. 


‘‘There are among these franchises some which were granted upon con- 
siderations which were stated in the grants to be in full compensation for the 
franchises granted, thus showing that the considerations were compensation 
for the property granted. No just inference can be drawn from this that 
the considerations were in full or instead of taxation in common with other 
property. The grantees of such franchises are in no better or other condi- 
tion as to taxes than the grantees of other lands of the State for full com- 
pensation.’’ 85 


It was contended by those who opposed the assessment of franchises that 
‘fa special franchise has no ascertainable value beyond the value of the tan- 
gible property in connection with it. The right to use the streets cannot be 
velued. Its value cannot be separated from the value of other property and 
rights. Hence the Act which requires a State Board to value each special 
franchise requires an impossibility and cannot be executed.’’ In giving his 
decision on the argument presented on this point, Judge Earl concluded an 
important judgment as follows: ‘‘I repeat, these assessors were not bound to 
view these franchises as abstractions apart from any use to which they could 
be put, but they had the right to consider, and as faithful officers were bound 


84 Special Franchise Tax Cases, Opinions of Robert Earl, Referee, 1901-1902, p. 18. 
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to consider the uses for which they were intended in the streets, and to which 
they had been actually applied. Suppose, what constitutes the special fran- 
chise of any one of these corporations, should be put in the market for sale? 
Can it be doubted that it would sell for a substantial price, a sum which busi- 
ness men could determine with sufficient accuracy for business purposes? 
Hence I think it is clear that these special franchises could be assessed for 
the purposes of taxation. The assessment is undoubtedly attended with 
great difficulties, but it can be made with such an approximation to accuracy 


as will satisfy all the requirements of the law and of the constitution.’’ & 


Other able and interesting discussions as to the various meanings and the 
special economic values of franchises are afforded by Mr. J. N. Fiero, Coun- 
sel, in his written opinion submitted to the Board of Tax Commissioners, and 
b. the Honorable John Cunneen, Attorney-General of the State, in his argu- 
ent before the Court of Appeals on the special franchise cases. 


Mr. Fiero in summing up his argument as to the valuation of special 
franchises, ‘says, “It would seem, therefore, that the practical and practic- 
able method for arriving at the entire value of corporate assets with a velw 
to assessment of the ‘Special Franchise’ necessitates a consideration of the 
cost of reproduction of the real estate, of the earning capacity of the property 
as a whole, and as an element going to make up the corporate value by show- 
ing the earning capacity, the value of the capital stock and surplus, and the 
actual value of the bonded indebtedness. That in addition there must be 
“considered all the surrounding and attending facts and circumstances which 
tend to enhance value or aid in ascertaining value, as well as such facts and 
circumstances of a chapacter which in anywise tend to detract from or depre- 
ciate the value of the corporate property, as, for instance, the amount of 
floating debt or liabilities of any kind not included in bonded indebtedness. 


“Tt is impossible to give any hard and fast rule for ascertaining the 
value of corporate property of varying classes and different character, and 
only very broad general rules can be laid down, which must be modified in 
particular cases, according to the facts and circumstances bearing upon each 
individual instance.’’ *7 


An interesting and important point was passed upon by the minor Ap- 
pellate Court in the State, when in the case of the Buffalo Street Railway 
Company it was held ‘“‘that a percentage payment toacity upon gross 
receipts is in the nature of a tax and is deductable from the tax accruing upon 
the valuation fixed by this Board. It is expected that appeal from this de- 
cision will be taken, but until a ruling to the contrary is handed down by the 
Court of Appeals such deductions are in compliance with the law. This has 
special application to New York City in a number of minor valuations— 
where rentals are payable to that municipality upon certain street rights— 
converted into special franchises, under chapter 712 of the Laws of 1899,.’’ 


The State Board of Tax Commissioners in their latest report make the 
following observations on the actual condition and present trend of taxation 
in the American States. ‘‘With scarcely an exception, in every State there 
is in operation a system of taxation chaotic and unscientific. The former 
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State Comptroller, in endeavoring to show the confused, illogical and con- 
flicting condition of our various laws for raising revenue said ‘They have 
been largely adopted from time to time simply to meet increasing expendi- 
tures of the State, with little regard to economic or any just principle and 
framed rather in accord with the witty Frenchman’s definition of taxation, 
the plucking of the goose in such a manner as to get the most feathers with 
the least squawking, . . . In the earlier days of our republic, when lit- 
tle revenue was required for the simple wants of state and municipal govern- 
ment, taxes were levied on specific objects, real estate bearing the chief bur- 
den. Since 1850 the rapid concentration of populat’on in cities, the aggre- 
gation of wealth, the constant formation and evolution of new forms of in- 
dustry, the growth of railroads and other public service corporations have 
made necessary a modification of tax systems in order to reach new and less 
tongible forms of wealth. . . . The constantly increasing demands for 
municipal expenses have exercised the wisdom and ingenuity of legislatures 
to provide ways and means to furnish sufficient revenue. There is a strong 
popular demand in all the states for taxation of the franchises of corporations 
and a noticeable tendency to change the basis of assessment from gross re- 
ceipts to an ad valorem basis. In the Southern States the tendency is to levy 
taxes on licenses, privileges and incomes, while many states incline to inquisi- 
torial methods to ascertain the nature and value of property. In the East- 
ern States there is a growing sentiment in favour of relieving personal prop- 
erty from direct taxation and substituting franchise taxes, excise taxes, and 
inheritance taxes; all of which ultimately involve the taxation of personal 
property.’’ 89 


As in the case of Massachusetts the report of the State Board of Tax Com- 
missioners makes no separate returns of the taxes contributed by the railroad 
ccmpanies. They are simply included with the other taxes on corporations. 
The report for 1902, however, gives the assessed value of the railroads in each 
‘county and the proportion of the county valuation which they represent. As 
this will afford an interesting basis for comparison with Ontario assessments, 
it is given below. No return is given of the amount of taxes paid by the 
ra‘lroad companies in each county, and indeed each local municipality with- 
in the county levies a separate rate. Thus in the county of Allegany there 
are twenty-nine different rates of taxation levied. 


The State Comptroller’s Report gives the amount of special State taxes 
paid by the different transportation companies including, in addition to the 
regular railroad company, street railways, surface and elevated, and express 
companies. These are the corporation taxes levied upon capital stock and 
upon gross earnings. A table is given showing the amount of taxes paid un- 
der these two heads by representative transportation companies operating in 
the State. 


From the Comptroller’s report another table is given showing the amount 
of revenue obtained by the State from.the various sources of income. 


Statement showing the ratio assessment of Railroad Corporations to total 
assessment by counties for the year 1902.’’ % 


°° Report of the State Board of Tax Commissioners for 1904, pp. 11-12. 
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TAXES ON TRANSPORTATION CoMPANIES.—Continued. 


On Capital | On Gross 
Name-of Company. Stock. | Earnings. 
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Tax REcErrTs oF THE STaTE oF New YorxK FOR THE YEAR ENDING SEPTEMBER 


30th 1903. 
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Annual Report of the Comptroller, 1904, p. IX. 


Of this total the amount paid by the railroads was $4,846,694.54, as given in the 
Railroad Commissioner’s Report, 1908, Vol. 2, p. 57. 


PENNSYLVANTA. 


Like New York, the State of Pennsylvania hag realized very largely 
the principle of the separation of the state and municipal sources of re- 
venue. One of the chief means by which this has been accomplished has 
been the selection for more or less exclusive state taxation, of the various 
corporations carrying on business within the State limits. ~ Conspicuous 
among these are the railroad corporations and others connected with trans- 


’ 


~ 
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portation and transmission. At the same time, there remains considerable 
connection between state and municipal finances, inasmuch as, on the one 
hand, the State still receives a portion of the direct taxes upon the indi- 
vidual property, and on the other, it distributes to the municipalities for 
local purposes the greater part of certain taxes levied by the State upon 
bonds, mortgages and other securities held as part of the personal property 
of individuals or corporations. In the case of railroads and other trans- 
portation corporations, however, state and local taxation are for the most 
part distinct. 

Historically, Pennsylvania has been a pioneer among the States in the 
matter of developing a special system of taxation for corporations. As 
regards the treatment of the railroads, the following historical summary 
of the Pennsylvania practice is given by Professor Seligman: “In Pennsyl- 
vania, railroads were included in the general tax of 1840, and were assess- 
ed on their personality and on their dividends. In 1844 the tax on per- 
sonality was abandoned, but the general corporation tax on capital and 
dividends continued with some modifications for over two decades. In 
1860 a special tonnage tax was levied on transportation companies at the 
rate of two, three and five cents per ton of freight carried, and an addi- 
tional tax of three-quarters of one per cent. was laid on their eross re- 
ceipts. The former was declared unconstitutional by the Federal courts, 
and, as a result, by the Act of 1874, all transportation companies were 
taxed only on their capital stock, at the rate of nine-tenths of a mill for 
each one per cent. of the dividends, or at the rate of six mills, if there 
were no dividends. In 1879 the dividends and earnings taxes were slight- 
ly changed, and the law was passed which, with the amendments of 1885, 
1889 and 1891, is enforced to-day.’ » 


As in the case of Massachusetts and New York, Pennsylvania includes 
railroads under its general system of corporate taxation. Like New York 
it levies a special tax, also, on the gross earnings of the railroads and other 
transportation and transmission companies. 


Except in the cities of Philadelphia and Pittsburg, the railroads are 
exempt from local taxes on all property required for the necessary opera- 
tion of their corporate franchises: All other property held by a railroad 
company is liable to taxation by municipalities in the usual way. 


In Philadelphia and Pittsburg the railroads are subject to local: taxa- 
tion on their terminals and other real estate, though in Philadelphia the 
tracks, water-tanks, etc., are exempt. 

In common with all other corporations, except banks and foreign in- 
surance companies, the railroads are required to pay upon the actual value 
of their capital stock a tax of five mills on the dollar. It will be observed 
that this does not include bonds of the railroads, which are taxed as per- 
sonal property, but only to those individuals or corporations owning them 
who are residents of the State. This tax on bonds is levied at the rate of 
four mills on the dollar. Though it is a tax on personal property, and is 
collected by the officials of the counties, they pay it over, in the first in- 
stance, to the State treasurer, who, however, in the end, returns about 
three-fourths of it to the treasurers of the counties. For the sake of con- 
venience the tax is required to be paid by the treasurers of the corporations 
issuing the bonds. The tax is ‘thus virtually an indirect tax upon the 
corporations. 


*” Essays in Taxation by E. R. A. Seligman, p. 154. 
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Where the lines of the railroads extend beyond the State boundary, 
the companies are taxed upon that proportion of their capital stock which 
is measured by the ratio of the mileage within the State to the total mileage 
of the system. This arrangement, as it operates at present, is based on 
the decisions of the courts. The same rule applies to telegraph and tele- 
phone companies, palace gqar companies, express companies, etc. 
taxes on capital stock are applied to state purposes only. 

A special tax upon gross earnings is levied upon all transportation 
and transmission companies, including steam and electric. railroads, tele- 
graph, telephone and express companies. The rate of taxation is eight 
mills upon each dollar of gross earnings derived from business done within 
the State. 

In addition to the regular annual taxes, there is a bonus tax which, 
like the corporation or license tax of New York State, is levied once for all 
upon the amount of authorized capital stock, when the company goes into 
operation. It is also levied upon any subsequent increase in the capital 
stock of a corporation. This bonus tax is one-third of one per cent. upon 
the amount of authorized capital stock. The tax applies to all corporations 
except building and loan associations, and, therefore, applies to railroads 
and other transportation companies. 

The essential features of the law upon which the taxation of railroads 
and other companies rests are contained in the following passages from 
the statutes. Several extracts from decisions of courts are also given, 
as indicating the interpretation which has been put upon the law on some 
essential points: 


CapitaL Stock Tax. 


“The Auditor General and State Treasurer, or any agent appointed by 
them or either of them, are hereby authorized to examine the books and 
papers of any corporation, institution, company, association or limited 
partnership made taxable by this Act, to verify the accuracy of any return 
made under the provisions of this or any other Act of Assembly. 

“That hereafter, except in the case of banks, savings institutions and 
foreign Insurance companies, it shall be the duty of the president, chair- 
man or treasurer of every corporation having capital stock, every joint 
stock association and limited partnership whatsoever, now or hereafter 
organized or incorporated by or under any law of this commonwealth, 
and of every corporation, joint stock association and. limited partnership 
whatsoever now or hereafter incorporated or organized by or under the laws 
of any other state or territory of the United States, or by the United States, 
or by any foreign government, and doing business in and hable to taxa- 
tion with this commonwealth, or having capital or property employed or 
used in this commonwealth, by or in the name of any limited partnership, 
joint stock association, company or corporation whatsoever, association 
or associations, co-partnerships, person or persons, OF in any other manner, 
to make a report in writing to the Auditor General in the month of Novem- 
ber. one thousand, eight hundred and ninety-two, and annually thereafter. 
stating specifically : 


Ist. Total authorized capital stock: 
2nd. Total authorized number of shares. 
3rd. Number of shares of stock issued. 
4th. Par value of each share. 
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5th. Amount paid in to the treasury on each share. 
6th. Amount of capital paid in. | 
wth. Amount of capital on which dividend was declared: 


8th. Date of each dividend declared during said year ended with first 
Monday in November. : 


9th. Rate per centum of each dividend declared. 


10th. Amount of each dividend during the year with the first Monday 
in said month, 


llth. Gross earnings during the year. 

12th. Net earnings during said year. 

13th. Amount of surplus: 

14th. Amount of profit added to sinking fund during said year. 


15th. Highest prices of sales of stock between the first and fifteenth 
days of November aforesaid, 


16th. Highest price of sales of stock during the year aforesaid. 


17tk: Average price of sales of stock during the year; and in every 
case two of the following named officers of such corporation, namely: The 
President, Chairman, Secretary and Treasurer, after being duly sworn or 
affirmed to do and perform the same with fidelity and according to the 
best of their knowledge and belief, shall, between the first and fifteenth 
day of November of each year estimate and appraise the capital stock of 
the said company at its actual value in cash, not less, however, than the 
average price which said stock sold for during the said year, and not less 
than the price or value indicated or measured by net earnings or by the 
amount of profit made and either declared in dividends or carried into sur- 
plus or sinking fund, and when the same shall have been so truly estimated 
and appraised they shall forthwith forward to the Auditor General a certi- 
ficate thereof accompanied with a copy of the said oath or affirmation signed 
by them and attested by a magistrate or other persons duly qualified to 
administer same: Provided, that if the Auditor General and State Treasurer, 
or either of them, is not satisfied with the appraisement and valuation so 
made and returned, they are hereby authorized and empowered to make a 
valuation thereof based upon the facts contained in the report here- 
in required, or upon any information within their possession or that shall 
come into their possession, and to settle an account upon the valuation so 
made by them for taxes, penalties and interests due the commonwealth 
thereon, with a right to the company dissatisfied with any settlement so 
made against it to appeal therefrom in the manner now provided by law; 
and in the event of the neglect or refusal of the officer of any corporation, 
company, or limited partnership, for a period of sixty days to make the 
Teport in appraisement to the Auditor General as herein provided, it shall 
be the duty of the Auditor General and State Treasurer to estimate a valua- 
tion of the capital stock of such defaulting corporation and settle an ac- 
count for taxes, penalties and interest thereon, from which settlement there 
shall be no right of appeal. 

“That every corporation, and company whatsoever, from which a re- 
port is required, shall be subject to and pay into the commonwealth an- 
nually the tax at the rate of five mills upon each dollar of the actual value 
of its whole capital stock of all kinds, including common, special and pre- 
Gh. fot Daa ee Provided, that for the purposes of this Act interests in limit- 
ed partnerships or joint stock associations shall be deemed to be capital 
stock and taxable accordingly; provided, also, that corporations, limited 
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partnerships and joint stock associations liable to tax on capital stock under 
this section shall not be required to make any report or pay any further 
tax on the mortgages, bonds and other securities owned by them in their 
own right, but corporations holding such securities as trustees, executors, 
administrators, guardians, or in any other manner shall return and pay the 
tax imposed by this Act upon all securities so held by them as in the case 
of individuals. 
Judgments under Capital Stock Tax. 


“The mode which the State of Pennsylvania adopted, to ascertain the 
proportion of the company’s property upon which it should be taxed in that 
State, was by taking as a basis of assessment such proportion of the capital 
stock of the company as the number of miles over which it ran cars within 
the State bore to the whole number of miles, in that and other States, over 
which its cars were run’ This was a just and equitable method of assess- 
ment, and, if it were adopted by all the States through which these cars 
ran, the company would be assessed upon the whole value of its capital 
stock, and no more. 93 


“Foreign corporations, of like nature to corporation lines, whose activi- 
ties extend into and through many states, and whose facilities for doing 
business in one state increase the same in another, where the relative values 
of the tangible property representing capital within and without the state 
cannot be accurately ascertained, are to be taxed in the proportion which 
the length of the whole line bears to the length of that within the State. » 


Corporate Loang on Indebtedness. 


“That hereafter it shall be the duty of the treasurer of each private 
corporation incorporated by or under the laws of this commonwealth, or the 
laws of any other State or of the United States, and doing business in this 
commonwealth, upon the payment of any interest on any scrip, bond or 
certificate of indebtedness, issued by said corporation to residents of this 
commonwealth, and held by them, to assess the tax imposed and provided 
for state purposes upon the nominal value of each and every said evidence 
of debt, and to report on oath annually on the first Monday of November 
to the Auditor General the amount of indebtedness of the corporation owned 
by the residents of this commonwealth, as nearly as the same can be ascer- 
tained, and it shall be his further duty to deduct three mills on every dol- 
lar of the interest paid as aforesaid and return the same into the State 
Treasury within fifteen days after the thirty-first day of December in each 
year, and his compensation for his services shall be the same that city and 
borough treasurers receive for similar services. 

‘Be it enacted by the Senate and House of Representatives of the Com- 
monwealth of Pennsylvania in General Assembly met, and it is hereby en- 
acted by authority of the same, that from and after the passage of this Act, 
all personal property of the classes hereinafter enumerated, owned, held or 
possessed by any person, persons, co-partnerhips or unincorporated associa- 
tion or company, resident, located or lable to taxation within this com- 
monwealth, or by any joint stock company or association, limited partner- 
ship, bank or corporation whatsoever, formed, erected or incorporated by, 
under or in pursuance of, any law of this commonwealth or of the United 
States, or of any other state or government, and liable to taxation within 
this commonwealth, whether such personal property be owned, held or 


% Extract from the opinion of the U.S. Supreme Court, Pullman’s Palace Car Co. vs 
Penna., 141 U.S., 18. 
94 Com. vs. Western Union Tel. Co., 13. W.N.C., 331. 
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possessed by such person or persons, co-partnership, unincorporated associa- 
tion, company, joint stock company, or association, limited partnerhip, 
bank or corporation, in his, her, their or its own right, or as aetive trustee, 
agent, attorney-in-fact, or in any other capacity for the use, benefit or ad- 
vantage of any other person, persons, co-partnership, unincorporated associa- 
tion, company, joint stock company, or association, limited partnership, 
bank or corporation, is hereby made taxable annually for state purposes at 
the rate of four mills on each dollar of the value thereof. 


Judgment. 


“The tax on the bonds of corporations is not in any sense or in any 
degree a tax on the corporation or its property, but on the individual citi- 
zen of the state who holds the bonds. The corporation is chargeable with 
it only as a collector, and by reason of default in the duty to collect. The 
duty of the corporation is to use diligence to ascertain the residence of its 
bondholders, and whether it has or has not done so is a question of fact in 
each case to be determined by the circumstances and the evidence.’” 95 


Tax on Gross Receipts of Corporations. 


“That every railroad company, pipe line company, conduit company, 
steamboat company, canal company, slack water navigation company, trans- 
portation company, street passenger railway company, and every other com- 
pany, joint stock association or limited partnership, now or hereafter in- 
corporated or organized by or under any law of this commonwealth, or now 
or hereafter organized or incorporated by any other state or by the United 
States or any foreign government, and doing business in this commonwealth, 
and owning, operating or leasing to or from another corporation, company, 
association, joint stock association, or limited partnership, any railroad 
Pipe line, slack water navigation, street passenger railway, canal or other 
device for the transportation of freight or passengers or oil, and every tele- 
phone or telegraph company incorporated under the laws of this or any 
other state or of the United States and doing business in this commonwealth, 
and every firm, co-partnership, or joint stock company or association doing 
express business in this commonwealth, and every electric light company 
and every palace car and sleeping car company, incorporated or unincor- 
porated, doing business in this commonwealth, shall pay to the State Treas- 
urer a tax or eight mills upon the dollar upon the gross receipts of said 
corporation, company or association, limited partnership, firm or co-part- 
nership, received from passengers and freight traffic transported wholly 
within this State, and from telegraph, telephone or express business done 
wholly within this State, or from business of electric light companies and 
from the transportation of oil done wholly within this State, the said tax 
shall be paid semi-annually upon the last days of January and July in each 
year, and for the purpose of ascertaining the amount of the same, it shall 
be the duty of the treasurer or other proper officer of the said company, firm, 
co-partnership, limited partnership, joint stock association or corporation, to 
transmit to the Auditor General a statement, under oath or affirmation of 
the amount of gross receipts of the said companies, co-partnerschips, cor- 
porations, joint stock associations or limited partnerships derived from all 


* Com. vs. Lehigh Valley R. R. Co., 186 Pa:, 235. 
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sources, and of grogs receipts from business done wholly within the State, 
during the preceding six months ending on the first days of January and 
July in each year ;and if any such company, firm, co-partnership, joint 
stock association, association or limited partnership or corporation, shall 
neglect or refuse for a period of thirty days after such tax becomes due, to 
make said returns or to pay the same, the amount thereof with an addition 
of ten per centum thereto shall be collected for the use of the commonwealth 
as other taxes are recoverable by law; provided, that in any case where the 
works of one corporation, company, joint stock association or limited part- 
nership are leased to and operated by another corporation, company, associa- 
tion or limited partnership, the taxes imposed by this section shall be ap- 
portioned between the said corporations, companies, associations or limited 
partnerships in accordance with the terms of their respective leases or agree- 
ments, but for the payment of the said taxes the commonwealth shall first 
look to the corporation, company, association or limited partnership operat- 
ing the works, and upon payment by the said company, corporation, associa- 
tion or limited partnership of a tax upon the receipts as herein provided 
derived from the operation thereof, the corporation, company, joint-stock 
association or limited partnership from which the said works are leased, 
shall not be held liable under this section for any tax upon the proportion 
of said receipts received by it as rental for the use of said works. 

“Be it enacted, etc., That the Auditor General and State Treasurer, or 
any agent appointed in writing by them, or either of them, are hereby au- 
thorized to examine the books and papers of any corporation, institution, 
company or association or limited partnership made taxable by this Act, 
or any of its supplements, to verify the accuracy of any return made under 
the provisions of this or any other Act of Assembly. 


“Every corporation, limited partnership, joint stock association, part- 
nership, firm or association of individuals, incorporated or unincorporated, 
engaged in the business commonly known as express business, shall pay 
to the State Treaurer, for the use of the commonwealth, a tax of eight mills 
upon the amount of their gross receipts from express business done wholly 
within this State, the said tax shall be paid semi-annually upon the last days 
of January and July in each year, and for the purpose of ascertaining the 
amount of the same, it shall be the duty of the treasurer or other proper 
officer of the said corporation, limited partnership, joint stock association, 
partnership, firm or assocfation of individuals, to transmit to the Auditor 
General a statement, under oath or affirmation, of the amount of gross 
receipts of the said corporation, limited partnership, joint stock association, 
partnership, firm, or association of individuals, incorporated or unincor- 
porated, derived from all sources, and of the gross receipts from business 
done wholly within the State, during the preceding six months ending upon 
the first days of January and July in each year; and if any such corporation, 
limited partnership, joint stock association, partnership, firm or association 
of individuals, incorporated or unincorporated, shall neglect or refuse for 
a period of thirty days after such tax, the amount thereof, with an addition 
of ten per centum thereto, shall be collected for the use of the common- 
wealth as other taxes are recoverable by law. No other tax upon express 
receipts, or upon the privilege of transacting express business, shall be col- 
lected without further authority of law to be hereafter enacted; providing, 
that this Act shall not be construed to repeal or take the place of the tax 
upon capital stock now imposed by law; but the tax on gross receipts hereby 
imposed shall be in addition to the tax on capital stock imposed by existing 
law upon any of the corporations, companies or associations hereby taxed. 
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Judgments. 


“A railroad corporation of a state is liable to taxation by such state 
upon its receipts, for the mileage within the state, from transportation by 
continuous carriage from a point in the state to another point in the state, 
but over a line which, in its course between those points passes out of the 
state into another state and back again into the state. %° 

“Tn the carriage of freight and passengers between two points in one 
state, the mere passage over soil of another state, does not render that 
business foreign, which is otherwise domestic. 

“The tax upon the whole of the gross receipts of an express company 
is not iulegal double taxation, although the amounts paid by the express 
company to railroad companies for transportation are included in the gross 
receipts of the railroad companies and taxed as such. 97 

“The Act (taxing gross receipts) is valid as to all receipts derived from 
commerce, which is wholly confined within the limits of the state, although 
the company doing the business is a foreign corporation. If such corpora- 
tion comes into Pennsylvania and carries on here the business of internal 
commerce, its receipts therefrom may be taxed precisely as if it were a 
domestic corporation. 9 


Bonus. 


“That all corporations, limited partnerships or joint stock associations’’ 
(with certain exceptions not affecting railroads) “shall pay to the State 
Treasurer for the use of the commonwealth, a bonus of one-third of one per 
centum upon the amount of their capital actually employed. or to be em- 
ployed wholly within the State of Pennsylvania, and a like bonus upon each 
subsequent increase of capital so employed.” 99 

Some particulars as to the municipal taxation of railroads in Phila- 
delphia were obtained from Mr. Gratz, the city tax commissioner. Inci- 
dentally he stated that “the State of Pennsylvania has to-day an overflowing 
treasury; its debt is practically nothing, and it has so much money in its 
treasury that at the next session of the Legislature in all probability there 
will be appropriations amounting to several millions of dollars for chari- 
table institutions.’’ ™ 

He explained that formerly the city obtained no taxes from the rail- 
road property within it, but as the railroads held so much valuable pro- 
perty in the cities of Philadelphia and Pittsburg it was considered that they 
should contribute something towards the revenues of these cities. Hence 
a tax was levied upon the more valuable portion of their real estate. ‘We 
assess for municipal purposes their depots and the ground that they use for 
all purposes other than that of the main railway track. I suppose the 
assessment of the Pennsylvania Railroad Company in Philadelphia will be 
about eight or ten millions. We tax the sidings, machine shops, elevators, 
etc. We include the ferries connecting Camden, but not the floating 
cars and equipment. They are all assessed just as my property would be 
or that of any other individual. Take the Pennsylvania depot over there. 
It is very hard to say what that’ particular piece of property would bring 


* Lehigh Valley R. R. Co. vs. Com., 145 U. S., 200. 
“Com.-vs. W. 8. Express Co., 157 Pa., 579. 
* Com. vs. Del. & Hud. C. Co., 21 W. N., 406. 
_ ® Acts of the General Assembly of Pennsylvania under which revenue is collected, with 
opinions and decisions of the courts, 1904. 
1° Ont. Com. Interviews. 
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if it were sold in the market; there is a very great disparity in prices. We 
make what we think is a fair guess at the value, and if they are not satis- 
fied they will appeal. If we believe we are too high, on the reconsideration 
we make a readjustment. The Pennsylvania station is assessed pretty 
close to two and a half millions, including everything attached to it.’? 

The Pennsylvania system for the taxation of corporations and particu- 
larly of railroads and other transportation corporations, has met with con- 
siderable criticism from different points of view, since 1891, when the Boyer 
law left the taxation of railroads practically where it is to-day. Attempts 
have been made from time to time to amend various features of the system. 
Thus, in 1893, the Niles Tax Bill, supported chiefly by the agricultural in- 
terests, proposed to greatly increase the taxation of railroads for state pur- 
poses while making other changes in the interests of municipalities. The 
chief objects of the bill were: 

‘‘First, to provide a revenue for local (that is, for county, township, 
borough and city) purposes by A, taxing all real estate and all personal prop- 
erty except a few small classes which were exempted directly or indirectly; B, 
diverting from the State Treasury to the several county treasuries all the 
revenue from the taxation of bank stock, moneys and credits, writs, deeds, 
etc., and all the revenue from liquor licenses, and the fees of county officers, 
etc. 

“Second.—To repeal (a) all taxes on sales of merchandise, except li- 
quor; (b) all taxes on county and municipal loans. 

“Third.—To make up for the revenue diverted from state to local pur- 
poses by largely increased taxes on transportation and transmission com- 
panies, that is, all railroad, canal, bridge, turnpike, slack water navigation, 
pipe-line, parlour, sleeping car, express and all similar companies, and 
all telegraph and telephone companies.”’ '? 

This measure was naturally opposed by the railroad and commercial 
interests, who claimed that the railroads, in particular, whose taxes had 
just been greatly increased under the Act of 1891, would suffer heavily 
from the proposed increase of taxation under the Niles Bill. ‘The action 
of the Boyer Bill, which has just come into effect, has greatly increased 
the taxes on the capital stock of transportation and transmission companies. 
The rate was increased from three mills to five mills, or sixty-six and two- 
thirds per cent., and the ruling of the Auditor-General, as to valuation, has 
still further increased this rate, so that the taxes of these corporations have 
probably been quite doubled under the Boyer Bill. Notwithstanding this 
great advance, the Niles Bill proposes to add another and entirely new tax 
of two mills on the total value, not on the value of the capital stock, but 
on the total valuation of all these companies. It is difficult to tell what 
the effect of this provision will be, but, beyond doubt, it will amount to 
double the present tax on capital stock, which has just been nearly doubled 
by the action of the Boyer Bill.’’ 1 

In an interview with Mr. C. Stuart Patterson, a prominent banker of 
Philadelphia, the Ontario Commission learned something of the movement 
tvehind the Niles Bill and of the work of the Pennsylvania Tax Conference, 
of which he was a,prominent member: Referring to the conference, he 
said: “We were not an official commission appointed by the Government, 
but we were a voluntary commission, which came about in this way. The 


10 Ont. Com. Interviews. 
1 The Niles Tax!Bill, An Analysis of the Provisions, etc., Philadelphia Board of Trade, 
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Granger movement had extended into Pennsylvania, and they introduced, 
about twelve years ago, a bill into the Legislature which threatened de- 
struction to railroad interests. The system of taxation which they proposed 
would have amounted to confiscation. We defeated them in the Legisla- 
ture, but we saw that this movement was going to persist, and that there 
would be continuous trouble unless it were dealt with. I suggested a vol- 
untary commission consisting of five representatives of railroads, five re-. 
presentatives of commerce, five representatives of manufacturers, five re- 
presentatives of the farmers, and five representatives of labour. Well, we 
selected the railroad representatives, of whom I was one, and we got very 
good men to serve on commerce and manufactures. The Granger organi- 
zation put their best foot foremost and selected men who made a very favor- 
able impression upon us at the first meeting, in this respect, that, while they 
were wild in their theories, yet they were sincere men, and I came to the 
conclusion that we could convince them that they were wrong. So we or- 
ganized at Harrisburg, then I suggested that they should come down here 
aud sit around my table. We discussed the situation with them carefully. 
The conference finally appointed a sub-committee, consisting of the chief 
Granger, a Mr. Rhode, Mr. Joseph D. Weekes, on behalf of the manu- 
facturers, and myself, and that sub-committee was instructed to draw a 
bill. We did so and succeeded in getting a unanimous report from the 
commission in favour of it. We introduced the Bill into the Legislature, 
and I argued it before the Legislative Committee. We got it through the 
Lower House, and were beaten in the Upper House by one vote, so the bill 
never became law. But the discussion around the table had such a good 
effect that it practically broke up the Granger movement. I have now told 
you frankly all there is about it; it was simply an appeal to reason, and no 
other influence was brought to bear on those men, and we succeeded in bring- 
ing them all over. The general effect upon the railroads, too, has been 
good. JI still believe that our plan as outlined in that bill was a perfectly 
fair system of taxation.’’ 4 

Mr. Weekes, who was chairman of the tax conference, in speaking be- 
fore a committee of the Pennsylvania Legislature on the method which 
they employed with reference to the valuation of railroads, said: “We are 
next taking the railroads of the state, that is, of all those located in whole 
or in part in the state, ascertaining what the total mileage of the railroads 
is, how much of it is in the State of Pennsylvania, how much outside, what 
their total issue of stock is, what the market value of that stock is, what 
the several issues and the total amount of their bonds are, what the market 
value of these bonds is, and what the taxation of the railroad. This will 
give us, when we are through, a basis for the valuation of the railroads, and 
the taxes that they pay. I ought to say, right here, one thing in regard 
to the quotation that was made from our report by Mr. Price as to the 
actual value of the railroad property of the State of Pennsylvania. This 
report, which was subject to revision, shows that the actual valuation, tak- 
ing the market value of the capital stock as the value of the capital stock, 
and the par value of the bonds as the value of the bonded indebtedness, is 
about $800,000,000.’’t:5 

As the tax conference had already estimated the total valuation of the 
property of the state to be $9,692,000,000, this would give the railroad pro- 
perty of the state as one-twelfth of the total property. 


104 Ont. Com. Interviews. 
10 The Niles Tax Bill and Analysis, p. 9. 


10a R.T.C. 
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So far as the Revenue Bill proposed by the Tax Conference affected 
the railroads and other corporations of a like nature, the chief features 
were the abolition of the gross earnings tax and the inclusion of all bonds 
or funded debt under the capital stock tax, which was to be lowered from 
five to four mills on the dollar. As stated in an analysis of the Act made 
at the time by Mr. Patterson, “This Bill proposes to tax the corporations 
upon their property, determining the value of the property by adding to 
the market value of the share capital the market value of the funded debt 
capital, when that funded debt is worth in the market less than par, or the 
par value thereof, when the funded debt is worth in the market par, or 
more than par, and deducting from the aggregate amount of the shares 
and funded debt: . k 

“(a) The value of so much of the real and personal property situate 
within this commonwealth and owned by such company, as should then be, 
under the laws and constitution of the United States, exempt from taxa- 
tion. . 

“(b) The assessed taxable value of such real property situate within 
this commonwealth as shall then be owned by such company and shall then 
be taxable for county or local purposes. 


“(c) The value of so much of the shares or funded debt of other com- 
panies organized under the laws of this commonwealth and taxable under 
this Act as shall then be owned by such company. 

“(d) The value of such real property and such tangible, personal pro- 
perty situate outside of this commonwealth as shall then be owned by such 
company. 

“Tt may reasonably be claimed that this system of taxation will tax 
corporations equally, and that the inclusion of the whole bonded debt in 
the basis for taxation will more than compensate the State for abandon- 
ing the tax on gross earnings, and for reducing the tax on share capital 
froin five to four mills, and for adding the additional deduction of the as- 
sessed value of property locally taxed.’ 7° 

As Professor Bullock pointed out in discussing the Massachusetts sys- 
tem. of taxation, the taxing of bonds in Pennsylvania presented a very anoma- 
lous situation. It was one of the chief objecis of this Bill to remedy that 
anomaly. In his speech before the Legislature Mr. Patterson, on behalf 
of the Tax Conference, dealt with this question as follows: ‘‘One practical 
result of the exemption of foreign-held bonds is that the State derives no 
revenue from property which it protects, often at great cost. Another 
practical result of the exemption of foreign-held bonds, taken in connec- 
tion with the fact that the funded debt capital of a railroad is often, to 
such an extent, its only real capital, that its share capital is worthless, is 
that there is great inequality in the burden of taxation borne by different 
railroads. This is clearly put in the report on the valuation and taxation 
of railroads, which my friend, Mr. Weekes, presented to the Tax Confer- 


énce, and from which I quote: 

‘* «This investigation has shown that there is a great inequality of taxa- 
tion. This will be evident from the examples given below, which have 
been selected at random, except that we have not taken any of the larger 
lines lest the fact regarding any particular road shall become public.. 

‘“““TIn this table is given the total bonded indebtedness, the amount of 
the same held in the State and consequently taxable, the appraised value 


103 an Analysis of the Revenue Bill, Session of 1895, by C. Stuart Patterson, Esq., pp. 14-16 


148 REPORT OF THE COMMISSION No. 54 


of the entire capital stock and the percentage of the mileage of the railroad 


in Pennsylvania. As a rule we have selected roads entirely within the 
State : ; : 
Amount held in | Appraised Value of 
Total Bond Issue. Pennsylvania. ao Stock.’ 
$ 450,000 $ 116,000 $ 450,000 
352,000 63,000 1,400,000 
72,800 2,700 383 
230,000 De aren pacha 384 
240,000 8,000 48,000 
320,000 La fo ciate Se eae 121,100 
5,250,000 1,200,000 3,388,550 
SIO OOO os RsaI oo MRT ERAN che katate a 1,400,000 
990,000 80,000 ~ 1,278,300 
3,400,000 6,000 2' 000,000 
ZO OOOO ORG AS an VED oe een acs eee Leta 127,000 
RUB aa Ae aired com ReET ie eae Pae oh ac sly abity SANRIO Ey ote 800,000 
DAE OR BRE Fe. VI co WALES) ea rp Rabe Crake tee gel 3,546,678 
179,000 179,000 144,375 
2,280,000 2,100,000 2,900,000 
495,000 456,000 1,850,000 
500,000 410,000 | 650,000 
200,000 200,000 | 80,000 
1,800,000 1,800,000 600,000 
800,000 800,000 800,000 
270,000 260,000 2,370,466 
300,000 300/000) fats | eee eee 
QMO OOO i ager tee Mytilus (AE iy ile MINI Repel ee be ane Tn inks conics 
BCR ATE Es Ses aero olen MERLE MN SR RREna eee te | 642,000 


“Of these railroads, all but one is situated wholly within the State of 
Pennsylvania. One-half of the eleventh road in the list is beyond the 
State boundaries. 


“ “A moment’s inspection of the above table, and a great many more 
examples might be given, will show that it is impossible, that the system 
of taxing railroads in Pennsylvania could act equitably as between these 
roads. Take the fourth example: This is a road with $230,000 of bonds 
not one of which is held in the State, and capital stock of the appraised 
value of $384. The state taxes on this road, outside of the tax on gross 
earnings, were in 1893 five mills on $384 or $1.92. The eighteenth road 
does not differ much in its character from the fourth, and is worth about 
the same. This road has $200,000 of bonds, all held in the State, and 
$80,000 of capital stock. Its state taxes, outside of tax on gross earnings, 
were $1,200. The last road but one paid no state taxes on capital stock 
or bonds, as all its bonds were held by non-residents and its stock was worth- 
less. The eleventh road with $2,900,000 of bonds, 50 per cent. of whose 
mileage is in the state, would pay nothing on bonds and the capital stock 
tax on but $62,350. This is certainly not equitable taxation. At the 
same time, however, it should be borne in mind, though there are these 
inequalities, that on the average the taxes paid on real estate by all rail- 
roads are fully equal to the average taxes paid on real estate by all other 


pees and that an increase in rates under the present system will not cure 
e evil.’’ 
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“The last few words put the point; no increase in the mileage rate 
under the present law can correct its injustice and inequality, but a new, 
and better system must be adopted.’ 17 

In considering the tax on gross receipts as a possible improvement on 
the existing system in Pennsylvania, he says: “The tax on gross receipts 
would be the best form of railroad taxation, were it not for the fact that 
receipts from interstate traffic cannot be taxed.’’ 1° 

This is the standard objection which in the United States is usually 
brought forward by those who are opposed to the extension of the earnings 
tax, gross or net. There is very little objection to the tax itself, which 
is everywhere admitted to have less difficulty and inequality connected 
with it than any other form of, railroad taxation. The limitations, how- 
ever, which the Federal Government places upon the right of the individual 
States to deal with interstate traffic, render the practical operation of the 
tax difficult from a constitutional point of view. Referring, then, to the 
best possible alternative to the gross earnings tax, after criticizing the 
existing system in Pennsylvania, Mr. Patterson continues, “Such being 
the present system of railroad taxation under the statutes of the State and 
the decisions of the courts, and there being injustice and inequality in- 
separably incident to the system, the Tax Conference addressed itself to the 
task of devising a system which should, in so far as legislation can, remedy 
the defects of the present system, and which, while doing justice as be- 
tween the several] railroad corporations, should provide for the State a larger 
revenue than it receives from the railroads under the existing laws. 

‘“‘Mr. Weekes, in that able report on ‘“Taxation and Valuation of Rail- 
ree in Pennsylvania’ from which I have already made one quotation, 
said: 

“ ‘Tt ig a well known fact that the par value of the stock and bonds 
of a railroad does not, and in many cases never did, represent its actual 
value. The many ways in’ which stocks and bonds are issued for less than 
their face value are too well known to require even a statement of them. 
Stocks are often issued free to bond-holders, dollar for dollar, and all the 
cash actually put into the construction of a road is what its bonds have 
sold for. Frequently the chance of profit in building a road is so small 
that stocks and bonds are both sold at a large reduction to cover this risk. 
And after the road is built, it may have been so overbonded or over-capital- 
ized, or for a score of reasons, such as bad location, heavy grades, long 
tunnels, poor work, its earning capacity may be such that it wili not more 
than pay running expenses, much less dividends and interest, and, therefore, 
its value will be much less than cost. 

“Oftentimes a piece of road that costs the highest rate per mile, just 
because of the cost which is represented by tunnels, deep cuts, heavy fills, 
expensive bridges, etc., will be the least profitable, and, consequently, the 
least valuable. Railroads that actually cost $100,000 a mile are not. 
* worth in many instances as much as those costing $30,000, and would not 
sell for as much. Comparatively few railroads are now owned by the 
original stock. The road has been sold by the bond-holders, the original 
stock wiped out and new stock representing the bonds, or part of them, 
substituted. 


107 Speech of C. Stuart Patterson, Esq.. on the Taxation of Railroads, before Committee of 
the House of Representatives, 1895, pp. 7, 8, 9. 
W8Thid., p. 9. 
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‘For these and other reasons it will readily appear to anyone who has 
given railroad construction, or railroad finance, a moment’s thought, as 
quite evident that the par value of the stocks and bonds of a railroad does 
not in Many cases represent its actual value. What does represent, this 
value? 


“The principle usually adopted in the tax laws of this State, in arriv- 
ing at valuation for taxation, is the selling price. We do not claim that 
assessors always value property accurately or fairly, but there is no ques- 
tion that if an assessor does his duty under the law, and in accordance 
with his oath, he will value all property he assesses at its actual value; that 
is, at what it would bring at a bona fide sale duly advertised. 


“When the Tax Conference came to deal with this subject, they con- 
cluded that if, in the case of any railroad, you add to the actual value 
of the share capital, the market value of the funded debt capital, when that 
funded debt is worth in the market less than par, or the par value thereof, 
when that funded debt is worth in the market par, or more than par, and 
when you take from the aggregate of the share capital, the sum of the 
deductions which are necessary to avoid double taxation, you will obtain 
a fair valuation of the whole corporate property, for the purposes of taxa- 
BION. 509 


Mr. Weekes, in a pamphlet discussing “The Effect of the Proposed 
Revenue Bill on the State Revenues,’’ pointed out that the investigations 
of the Tax Conference showed that in 1895 the stocks of the railroads 
amounted to only 41 per cent. of the combined values of their stocks and 
bonds. Yet, under the existing law, where only the 41 per cent. was 
reached by the capital stock tax, the value of the railroad stock constituted 
fully one-half of the total value of the corporations taxed under that sec- 
tion of the law. He also pointed out that ‘‘under the action of the three 
taxes now levied on these companies a large part of their value escapes taxa- 
tion. If the capital stock of a transportation corporation is valueless, and 
the business is largely an interstate commerce one, while the bonds are all 
or a large part held out of the State, the company will practically escape 
taxation .%} 7? 


As we have seen, the bill under discussion was defeated by a small 
majority and the law remains to-day with the defects referred to in the 
above crticisms. It was considered by the majority in 1895 that the diffi- 
culties of the proposed taxes on bonds were even greater than those con- 
nected with the existing law. 


The following table exhibits the various sources of the State revenue. 
From this it may be observed what proportion of the revenue is derived 
from the different taxes levied. 


A. From Financial Corporations and Associations: 


ASIN AETOUAN ES AIG ICBC Mae 82. se ct aoe A a hs $659,041 
Phe ESAS SVs he, PARR Te ly SI eg a Day i! 6 UE : 

3. Incorporated savings institutions without capital stock 48,767 
4 NT rieticom panies (iI as Une his 2! 4k) en aan ete 30) iT a 830,069 
oy Building and loan) associationsua asta ee ee. 13,931 
Oo Interest on State deposits” ..52. 2/0 eas week eee 271,368 


aM Thid., pp. 13:15; 
"0 Effect of the Proposed Revenue Bill by J. D. Weekes, 1895, p. 11. 
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B. From Corporations and Associations (including railroads and other transporta- 


tion companies): 


7 Foreign insurance companies ..1..0..5 ..ccscceeeee estes eae $1,001,154 
Sha Dassonccs pata Becks rt Shei eye ordi. ea win uo o enienaee 6,156,337 
OREL A xa OTN LOD TSM eee cs ciciioe tiers eo rietalee Aree eek wis CAle ae gaa 1,416,881 
LOG axa One SPOSSe LECEI DUS Meh cs mesey Wace steam seis sacl acieals Revs sates 1,095,351 
ele axe Otis OTOSSeADLEM LUIS Pree ctcnl coir ss seas ms racenat tend ol. 61,966 
Pe DOLUOGOT »GCUATEORR) tAken ulna tlee cudeeas weg cueeea Sauls esas 1,138,221 
C. From or through Counties as follows: 
sey Dax) OMeDeLSOn ala PLOPCLbYarieseccen titer sana wed ne alah ats cepetes se 3,176,403 
tay axr one writs Wills) needs, rObCs kre asccicc | ecase ein eens 181,732 
Lom haxeOnACollatenalmain herival Ones n+ seccurniic mena osuceeee 1,300,834 
116i Ube Koray jd Korswatel MCerohoh hay) acndetar ann snes roc tod snGdounaar bee Gass ance 163,707 
V7itax'on loans Gnunicipal) i. aics A Wats TA Aa Neate 108,619 
US Pamphletwlawsit cq... osc. SE aR Aa tn a REMC a Onan Se 363 
KOVNotary.subliey COMMISSIONS es sete) sees. Wests ea esas eee 36,200 
20 PRreceip tse trom / Licenses 05 oh see Yc lza cies 950 oberg: ew ee peste me 2,639,248 
D, From other sources: 

21. Tax on bankers’ and brokers’ gross receipts ............ » §8,383 
Doha Thaxwonesales OfutertiliZersiy acide ssi seecne oiiditeece epeaacaa. 19,015 
DAS Te VALS 6 iY: Oy MOREA UU i) Le Ae RS AALS Ube Oba a ck roe ee 42,580 
AaUeTVeS ANU COUGARS eee hector acne cle unl duce at woven Sueno Lalas MN Rclue tek 5,248 
Om COSKOLMSLALOROMCEESy i a.cak Siti sess sane eel, etendeenceeaine acces 251,738 
DOMBHISCHEA LS Mare rata ce costed tease deco te ob eal ae Saat nan, otealaeneete 5,048 
Vieelaxeony notarial. crossurecerpts))\:a.,csucescciaeecerewle sace. 4,069 
2oreAheohanyvaivialleyge allnoaduincsequsenadeu oun eens teen a se 132,500 
QOMAMMULISS TOL TIONG FOL Waynes. caste ke does ene Sactahes one ete 10,000 
SOARS AIGISS MAU Misano vce c ceed ae chapel sate cits eer Nw coed teil elecie sels eens 45 
she) leOMATSeriNe CENSES 92.4 9. 3) \ens oes auteset sar Cec 8 2k otha idl ake a 38,294 
jas renovated butter’ licenses «i... fase seccscesods Hnasne, | kaevesen’ 225 
GORE ISHN SL CEN Seshec wemea Ucees ae seat che oak hore coh deo teehee. 2,818 
SA BB ELUN GENO I CONSES Meet. es ideas sacsieelateedag eae een re ey a aa 426 
Os PLIA TAG eas IAT e Fh ic dud di Shietaesd ona dale } SERMERM Meer ah meets Rebate sere es 5,792 
GOs VACCHUCA INCETESL aes so) etsed see ome bees sean baek noosmene cons 1,537 
37. U. S. Government money refunded ... ...... ... ......04. 45,239 
B8Ai CONSCIENCE! MONEY cc) isa sass eye nenen dso ikcetvek waters os 394 
SOMEMIscollan COUsG sae sess soak eae eee RN ceed ce ee eee 12,922 

DALAT LTECOUPESM coahee¥ este fasph edaese a okes sion acne y ootes $21,030,232 


(Report of the Auditor-General of the Finances of the Commonwealth of Penn- 


sylvania, for year 1903, pp. 1-3.) 


The next table gives a number of the leading and typical railroads 
of the State, with the amount of taxes paid by each, under the different 
assessments to which they are subject. It will be observed that, in ac- 


cordance with the law, where 


the stock of a company is owned by another 


company, the subordinate company is exempt from taxation on its capital 
«stock, the taxes being charged to the company owning its stock. Again, 
as we have seen, where the loans or bonds of a company are held outside 
the State of Pennsylvania, they cannot be taxed, and, lastly, where a com- 
pany is operated by another company the tax on gross receipts will bs paid 


by the operating company. 
table under different headings 


This will explain the blanks in the following 
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TAXES RECEIVED FROM STEAM Rariroaps, 1903. 
Taxon | Tax on 
Name of Corporation. Capital pee Gross 
Stock. ‘| Receipts. 

AMOR IRUY WV ALLOY core ste ceo adcartcet Mnf 1nd Raetmes $ 60,000 Prk O7ON tS ee ea ae 
A Veshany.c& Western’ Railway. 2! 03 o.oo cee 20,042 LOS ieee ane 
Baltimorer@sehiladelphia,t sie tee eis ee eee 2418) ge as $ 1,705 
Danisore eG ortland. e451. ss ses b Me Meee sak eee SAS Y (i) meg oe Nenad 822 
Buffalo, Rochester & Pittsburg.......00000000.0. 000.4. | 24,750 | 1,025 | 9,276 
BUT ALO MEAS URQUEDADNAT 11) 4G act hs omens ct Meree oe ee 18,104 1,187 1,358 
CentraliRailroad of New Jerseys 5). cee foc, eae ae ene ee 10,788 
Cleveland cP itsDure Gani ane Yui dae ae mee eee 7,983 2,115 566 
(amibertameal Valley ito pila eon seas eat etokins er 14,757 826 3,632 
Delaware, Lackawanna & Western................... 125,000 555 | 3,247 
MASE ME CNMNSVIVAIIA tre cern atelien Meeks 2 ARS Reena eu ere ee 12S B Peatell Gappeeean me a, 
Mlmirarccnalliam sports serie it acct eee nee ne ee 5,757 A153 viagaetaeeah ee 
Ug Na afl BEET OS 1 a ONE ROUT TAR ary bacon 2k 11,875 2,759 5,293 
HGR sAM WAY eee hee Ue ais Leelee Maen on paiaents et! OD S00M I se ca eee ye 7,348 
TRATES ROO Kare ei COM CRNA NOE ATE betheg 5 gee ge An 17/870 Pie. gr Ruane ae eee 
Getty cured (blarrisbure :\' Coo ean vp limoe eee 790 2,458 921 
Huntingdon & Broad Top Mountain Railroad & Coal.. 16,312 | 4,942 | 2,414 
Lake Shore & Michigan Southern.................... 31,501 2,158 | 122 
enigh Walley. /.Seoy wits cite ke teh nee Rahn ee eR 102,837 144,766 DIT SS 
Maryland & Pennsylvania Railroad.................. 1,250 76 830 
pvine velit éSchuyiskills Payen\s weaken vata es: Di, LO Lilie cat aks IARI hate te 
Monongahelai Connecting ys0..etiencira ene 6,224 2,477 2,204 
New, York: Oentral & Hudson River, (er .i geet. ul etn aed een er 7,250 
NewYork, Chicago & St.Louis si. 000. iki woop. <, . 10,742 . 638 223 
WorthoPennsy] varia. iin ioe: ces eae oe ene 51,533 5183. tal tapas seks 
Morbirern Genial 2.0 Oye rc cee ee Ra 86,173 12,662 16,688 
RennsyivanialConnpanyarenata ro mettre Miata Cene meee 33,414 spe A UES eo ay Hie ean 
Pennsylvania Railroad & Leased Lines............... 926,504 122,038 293,606 
Pennsylvania & New York Canal & Railroad.......... 10,000 Po Oo Ni aan ae aie 
Philadelphia, ‘Baltimore & (Washington 06 3000 ae ee ee 8,789 12,644 
nieledelpinia Worle ie ci e omy Rabe eke > ct ae, ak eee oat ag ge 35,0°7 19,252 
Philadelphia & Reading Railway..................... 4A), DOO) Wl 26,2 cc eoleste 125,499 
Philadelphia & Reading Terminal.................... 5,000 28,00 leit ease an eee 
Pittsburg, Cincinnati, Chicago & St. Louis............ 9,560 28,665 8,750 
Pittsbure’&* Connellsville. oy. a So 18,351 49 20,778 
Pittsburg, Fort Wayne & Chicago Railway............ 41,232 1,544 12,195 
Patispure ic kuale Irie... ci. SNe ee ie ea ee! 45,125 6,901 12,897 
Pittsburg, McKeesport & Youghiogheny.............. 25,341 2,230 | 17,140 
PPECCRUITS) Oc IW OSEORIE 415). 4/42 Sib GN hh, inant a vgn wp einetroes 8,310 1,213 8,397 
Reading om pany, cht, ssa tune NG ne ence ed 585, 295 TOOFO1 8 SiGe eats Stet r es, 
Shamokin, Sunbury & Lewisburg.................... 10,000 eR NE Cy ewe is. ee 
[CECE COL CUM E21 £0 18 UO AO ae aR Ia NA Nya ta TR 19,125 228 7.052 
Wheeling, Pittsburg & Baltimore (\00. 0.0.0... i AO eee ee | 1,804 
rota! jot all meee sere ek ti At Oc ee eee $2,951,296 $823,359 $710,320 


(Report of Auditor General for 1903, pp. 204-217). 


In addition to these amounts the Bonus Tax amounted to a total of 
$321,444, making the total receipts from steam railroads $4,806,421. 


The following table gives the amount derived from the different classes 
of corporations contributing to the State revenue: 
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Taxes l’AtD BY THE SEVERAL CLASSeS OF CORPORATIONS FOR THE YEAR 1903. 


IN AUIO Nahe ARR eter amet recat she cc sal inde eae maven CA's (icte degen to $659,041 
UBDOr ESE me crncon momen eter esees fw lately Saat T MaRS Sakeea. chadtior ston 93,738 
Davingewknstitutlomse, tee. iia o:.<--/<-tesccebetn,) seveasnte’ Hetses er sese 48,767 
Prust }Companiesi:.0252).....-- /seateee-s PERE MEN Atay Mis tc 2) 830,069 
Interest on Deposits, Sinking Fund .....0.... ..c..c06 ceeesseee cee 196,555 
Interest on Deposis, Sinking Fund ...... ..cccseccoce secsse ecoee 74,808 
Building and Loan Associations ... 00... ...cs102 cesses coe eeeees 13,931 
BSTOW INO © OMNP ATOR Matera a. erie) vatesueastar tects reps Paneseeres, Ie sees 176,347 
BSTICK Gla, MOlatGcANGLOUONG . sssicle 5, donseeshloceees otal saedes Aecbes 41,612 
Brdgorand yl urnpikeys. cs fep ty 5M ip ana secio as bccn shee eae 40,280 
Coal Cokesand = Mining: . i... eusuirsth seats asecaciecs¥ereaes Docayes ues 1,113,570 
ovary) Companies tert career ne hig Aire fis ghia alos ae as ragteres 825 
Gass Companies isc. ocserscoen sae se caine ceva HORE, Cotees Ree ene 355,388 
MNSUTARCE.. DOMOSUIO I. nc eder eye eshcet ts sa ctace Pelcsac decd Vavcuntetaee 138,033 
PMSUIEAUCO MM OLOIOT 1 ccerm es na ctacune Coe Tuees Aol Ck don cahy Soeur chat de eats 1,001,154 
Wandiand) Improvement 2, caiy..7.ogh eee, schda 5 deca tales cetoseee hase 136,446 
Wachty Heat hand :POwWer\ 4, :.ccaeshvdeairsten oh ibs hoNiestebate dca ema ie paces 242,981 
NEAR UPA CGUPINO Ure socciiss! cera sosncuesced ay eth eee eae tare: 793,553 
BEAT KOGA. 2.0 thes eh cad ORs bet ee cee cet FOR Saat eae A Lae es 11,352 
OLE BUM WIN eter NE. Josette Ad0 1b, alc et rochdes te lacdosatre Dace 49,688 
Railroads Steam | sian s gs. lea advase hi hetsPonuetavete sae taptyen etehee 4,806,421 
IRGiLWa ys Dassen COMbr ice cc canes. cured ceo ce tuk haste nctene utes 1,035,210 
Transportation, Miscellaneous, 0:20.5)).c/.0cac. sdaccts cata de seteceu ee . 841,632 
elecraphwand: Lelephoneg cts swe cone cceL eect eee 212,189 
VETER COMDANLCS TAL Baig. Sais dea ake Liane each tatbaeleeeee ie 168,998 
Miscellaneous) Companies »$.4:i2o hey 4 necincs.cthicce teach dh. Coto eeeued 207 825 
ZEN ORR RON RRC ea TOI AU CPOE OL) x iy A $12,788,427 


(Report of Auditor-General of Pennsylvania, for 1903, pp. 297-8.) 


_ aking the totals it will be found that the railroads and other transporta- 
tion corporat ons contribute one-half of the taxes on all corporations, and 
between a third and a fourth of the total revenue of the State. 


NEW JERSEY. 


Taking the totals it will be found that the railroads and other transporta- 
complished the separation of state and local systems of taxation. ‘There is 
no direct state tax upon the people for state purposes. Almost the only link 
between the state revenue, on the one hand, and the municipal revenues, on 
the other, is connected with the tax on railroads and canals, which is a state 
tax, but part of which is distributed to the municipalities. The State also col- 
lects a public school rate put pays it all over to the local districts. The canal 
system of New Jersey being one of its important means of transportation, 
and being in the hands of private corporations, several of them railroad cor- 
porations, it is treated in the same manner as railroads in the matter of tax- 
ation. 

The.following general outline of the New Jersey system of railroad tax- 
ation, which has been in operation since 1884, was given to the Ontario Com- 
Mission in an interview by Mr. Irvine E. Maguire, Secretary of the State 
Board of Assessors : 


‘fAll the property of railroad corporations in this State, for purposes of 
taxation, is divided into two classes. First, the property used for railroad 
purposes or distinctly held for such use, and, secondly, the property owned 
by railroad corporations but not so used, which latter class of property is sub- 
ject to taxation by the local tax authorities in the same manner, same value, 
same rates, as the property of individuals. The latter class that I speak of 
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consists of such property as dwelling houses acquired by companies for the 
use of their employees, or where they have bought large tracts of land, being 
forced to buy it in order to get a right of way through farms on it. Now, 
generally speaking, that is the general classification of property subject to 
local taxation only. All the property used for railroad purposes or specifi- 
cally held for such use, i.e. not used for any other purpose, is subject to tax- 
ation by this board only. That property is divided, under the law, into cer- 
tain classifications or sub-divisions. First the main stem of the road, which 
shall not exceed 100 ft. in width. The Act says that the main stem shall 
not exceed 100 feet but does not say it shall necessarily be in spots 100 ft. 
In general the main stem might be more than 100 ft. Where there is a four 
track road running for miles it might be 110 or 120 ft. in width. In that 
case all the extra width is charged in another class. Only the 100 ft. is 
in the first class. 

‘The second sub-division, known by us as ‘second-class property’ ; is pro- 
perty used for railroad purposes other than the main stem, and I will explain 
there; to a person who is not conversant with the law it would be assumed 
that the second-class property was running altogether outside the main 
stem. That is true as far as the land is concerned, but may not be true as 
regards the structures. The Act defines what the main stem shall be, and 
says it shall consist of the roadbed with the ties and rails thereon, and the 
buildings used for railroad purposes. Therefore, if the railroad company 
should happen to have inside the limit a turntable, a freight house, a signal 
station, a water tank, that will all be assessed as second-class property, or 
property used for railroad purposes other than the main stem, even though 
it is on the right of way. 

‘‘The third class of property is the tangible personal property, consisting 
of rolling stock, floating equipment such as ferry boats, tugs, etc., tools, of- 
fice furniture, materials in store or yards. That is tangible, personal pro- 
perty. 
‘‘And the fourth class is the franchise. 

‘‘Now I will go back to the main stem. The main stem of a railroad is 
valued by us as a unit, as so much wealth within the State between two given 
points, the termini of that road. In order to arrive at the value of that 
main stem, first we have the return of the railroad companies, which gives 
us the quantities and their estimate of the values of the component parts of 
the main stem. Then we have the privilege of calling on the local tax 
authorities of the municipalities through which this road runs, for thair 
estimate and then we have our own engineer corps, under the charge of a 
chief, who examines all these new properties. The chief reports to the board 
his estimate of these properties and the board then use their own individual 
observations of the property. In valuing the land, we are governed to a 
great degree by the value of adjacent land through which the road runs. Of 
course it goes without saying that a right of way through an agricultural part 
would not be as valuable as through a city. But they are not altogether 
governed by that, and if they find that the average rate of taxation in a com- 
munity is about 80 per cent. of the value, they bring it up to what we call 
the true value. The excavations on a road are calculated, the engineer re- 
ports to us the cuts and fills. He examines the bridges as to their material, 
and as to cost of reproduction; he measures up the rails and reports to the 
board the weight of rails, whether steel or iron and the weight per yard. He 
values the station buildings and reports to the board whether brick or stone 
or frame, and the size, and so on. After all those items are got together 
and produce a certain sum, the board say: ‘‘We will fix the value of that 
property as so much money—not so much per mile. Suppose all these fact- 
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ors should foot up half a million,—or it might be $556,472; the board will 

probably sav, for purposes of taxation we will assess the man’s property at 
* $500,000. Upon that value a tax rate of one-half of one per cent. is levied 
for State use only. 

‘“Now as to second-class property, or property used for railroad purposes 
other than main stem. The most of that lies in the terminal yards, and consists 
of very many acres of land, very many miles of side track, tanks, freight 
houses and all that sort of thing. They are all measured up and valued and 
reported on by our engineer, and a value is placed on them., That class of 
property is itemized, as you will find in the annual report, and it is subject 
to two rates of taxation, both of which are imposed by this board—the one is 
at the local tax rate of the municipality wherein these specific properties are 
located, at a rate not exceeding one per cent. I call your attention to the 
fact that in the printed report you will find the local tax rate given at say 
1.46 and you will find that the calculation of the tax will not be at the rate 
of 1.46 but at the rate of one per cent. This is for the benefit of the locality 
and is collected by the State and paid over to these localities in the propor- 
tion which we have applied to it. Then, by the law passed subsequently, the 
State pays to these municipalities another half of one per cent which we had 
formerly retained as a State shure of that class, so that under the two laws 
the municipalities get 14 per vent. of that second-class of property. 

“Next, there is the tangible pe1scnal property, which I explained, con- 
sists of rolling stock, etc. We are, as to the estimate on those things, a good 
deal at the nercy of the railroad comperies, because it would be prazt‘cal/ly 
impossible fux us to estimate all the cars and locomotives that pass thiough 
our State. The comovanies are required to make sworn return; to us, and 
we have te give full faiza aud credit as to the items. We azaves that pic- , 
perty at an average prica which we fix, and which bears no relation to the 
companies’ ideas of value. The ferry boats and tug boats we are better able 
to identify, because they are known by name, and we tax them per se as 
items. Where there is a ferry line running between this State and, say, the 
State of New York, we claim one-half of the value irrespective of where they 
are owned and operated. This means one-half of the time in New Jersey 
water—some of the tugs are taxed for 7-8 of the time. This class is taxed 
at one-half of one per cent. © 


‘‘Now this brings us to the fourth and last class, which is known as the 
franchise, and I will say to you that at the inception of this board this was 
one of the most difficult problems we had to tackle. In estimating the value 
of the franchise, the board adopted what is known as the Illinois rule with 
certain modifications, applicable to peculiar conditions existing with us 
that did not exist with them. They first ascertain the market value of the 
stock and debt of a railroad company, or as-near as they can. If there is 
no quotable value, then they have to estimate. There are a number of our 
leased roads whose stock is so closely held that it never gets on the market. 
Having ascertained the market value of the stock and debt, and having pre- 
viously ascertained the value for taxable purposes of all the real estate and 
personal property, one is deducted from the other, and the difference is call- 
ed ‘‘franchise,’’? on the theorv that if the public is willing to pay five mil- 
lions for a railroad as represented by its stock and bonds, and all we are able 
to find is four millions of property, there is a revresentation there of some- 
thing which is nothing more or less than the privilege to do business, and in 
a case of that kind one million would be the value of the franchise. That is the 
Tllinois rule but our board goes a little further. They say some of these 
stocks are subject to fictitious values, and in order to guard against the pos- 
sibility of errors of judgment we make an allowance of 40 per cent. and fix a 
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rule that 60 per cent will be taken as the proper allowance for the franchise. 
For instance, some of our roads here are under a leasehold, a guaranteed 
lease for 999 years at 10 per cent. with a large corporation at the back of it 
guaranteeing that lease. Now that enhances the value of that stock; whether 
the company makes 10 per cent or not. In order to make the thing uniform 
they allow 40 per cent. and call the 60 per cent. the value of the franchise. 
That tax is for State purposes only, at the rate of one-half of one per cent. 

‘‘So then, there are four classes of property, of which the main stem, 
the tangible personal and the franchise each pay one-half of one per cent. 
for State uses, and the second-class property pays 14 per cent. collected by the 
State and paid over to the municipalities. Thus the municipalities get 
their return only on the second-class property. 

‘‘Now the result for the year 1903 showed an aggregate valuation. (See 
page 754, fifth column) of $227,195,115.00, on which there was a straight tax 
for State use of $1,135,975.60 and for the use of tax districts of $428,334.01 
or a total tax of $1,564,309.61 after which the State out of its apparent tax 
of $1,1385,975.60 paid over to the municipalities the one-half of one per cent. 
on ee Ghnd-cluas property, amounting to $214,180, so that the taxing districts, 
as a matter of fact, received $642,514 and the State received the $1,135,975 
less $214,180, Amaounttae to $921,795. This is the net tax which the State 
receives fram the railroads.’’ 1. 

Such is Mr. Maguire’s statement of the essential features of the New 
Jersey system. Some further points, however, bearing on the general ques- 
tion of railroad taxation were brought out. The earning power of the rail- 
roads in New Jersey is considered to be reflected in the selling value of their 
stocks. But that this is not always the case, where other factors intervene to 
inflate or depress the normal rates of certain stocks, the New Jersey Board 
recognises. Mr. Maguire confesses that in such cases ‘‘Our board has to ex- 
ercise a sort of judicial function.’’ In the end this has the usual effect of 
preventing either the railroads or the public from knowing just how the as- 
sessment of a railroad is made up. Thus Mr. Maguire explains: “‘In our 
assessment of railways we do not tell the railroad company what the fran- 
chise is. The first item of our bill covers the main stem and franch’se. As 
a matter of fact we put the two together. Neither do we in our bill to railroad 
companies give specifically the values of the different items of their tangible 
personal property. We have that as.a matter of record in this office—so 
many locomotives at an average of so much, so many passenger cars, so many 
ferry-boats, etc., etc.—but we merely say to them ‘‘we value your tangible 
personal property at so much.’’ There are two reasons for this: First, we 
did not want to come into comflict with the Interstate Commerce Law. Take 
a train of cars starting from Jersey City and running through to Philadelphia 
or farther. The companies claim that that train of cars, even though it 
may stop at Trenton and let off passengers, is a train’ engaged entirely in 
Interstate Commerce business, and if it is a train belonging to a foreign cor- 
poration it is taxable only at the home of that corporation. We don’t argue 
about it. We simply get a percentage out of that train, and don’t tell them 
how. ‘Then they have to show that we are wrong. The other reason is this: 
that if we said to a railroad company over our signatures ‘Here is the ferry- 
boat ‘‘St. Louis,’’? worth in our judgment $180,000; here is the ferry-boat 
‘something else’? that we think is worth $200,000; where we undervalued 
they would never raise a question, where we overvalued they would make an 
attack on that specific item and convince us that we were wrong. So we 
simply don’t give them the specific values.’’ ™ 
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Mr. Maguire adds other concrete illustrations to show that it is often im- 
possible to locate any franchise value even when the property is known to 
be worth more than its physical value. In such cases the whole valuation 
is put in a lump sum under main stem and franchise. The difficulties met with 
and the manner of overcoming them by adopting a ‘“‘nominal franchise’’ 
shows how impossible it is to operate the system, as a system. Speaking of 
the difficulty of getting at the franchise value in the case of smaller roads un- 
der the control of a larger one, Mr. Maguire says: ‘‘Most of these little 
roads have a nominal franchise. In 1884 the first year of this board, they 
were met with this condition in the case of the Erie Combine where there 
was a minus quantity. Fortunately there was one lawyer, a judge, on the 
board, and a good one. But they solemnly resolved, while they were ad- 
mirers of the Illinois rule, that where they could not work the Illinois rule 
satisfactorily they would take a certain capitalization of the gross earnings 
and call that the value. The judge on the board said they could not have 
two rules, they could not sav that the franchise of this road was based on 
the Illinois rule and that of another on gross earnings, because the court 
would not stand for it. However, they thought they would try it, thinking 
that otherwise they would not be able to get any franchise. The judge was 
consistent in the matter, and when it came to the time for making the as- 
sessment he declined to sign the particular rolls, on which the franchises 
were based on gross receipts, and, sure enough, the court took a club and 
knocked the legs from under it. Then they took up and criticized the Illinois 
rule. The Chief Justice of the State sat on the case and said he could not 
see any objection at all to the Illinois rule; but as to assessment on gross 
earnings he could not permit the operation of two rules, and where the board 
could not arrive at a franchise under the Illinois rule they should make the 
franchise a nominal one. Then the question came up—what is a nominal 
franchise? The board might adopt a’rule that in all cases a nominal fran- 
chise should be $20,000 and of course would have left themselves open to 
very severe criticism. What we did was to fix a nominal value of $1,000 
on which the tax would be $5.13 

As usual the railroads of New Jersey have the right of appeal (are 
the assessments of the board. ‘‘The railways have the right of appeal first 
to this board for a review and by argument of counsel, testimony of experts, 
etc., attempt to convince the board that they have erred, and, failing to. 
get such relief as they think they are entitled to, they have the right to carry 
the case before the Supreme Court of the State of New J ersey, or to the Court 
of Certiorari, the Court of Errors, etc. The appeal could be carried through 
certain courts, finally to the Supreme Court of the United States on ques- 
tions of law, but in the case of a question of the board’s judgment, only to 
the Supreme Court of New Jersey.’’ 14 

As to how the people of New Jersey appear to be satisfied with their 
system Mr. Maguire made the following frank statement:  ‘‘I cannot say 
everybody is satisfied. The State is very well satisfied, because with the 
heavy taxes we get from this class of property—this State being called the 
Home of Trusts’—we are getting along very comfortably. As to the 
Public there is now a good deal of agitation—for instance there is consider- 
able agitation in Hudson County, the county bordering on Hudson River. 
They are not attacking the svstem, but they are attacking the rate of taxa- 
tion. They are raising the very popular cry of ‘equal taxation,’ and here 
the incongruity of the thing comes in. They do not mean equal taxation 
at all but they do mean a larger corporate tax. They want the railroads to 
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pay more, and that is hkely to be a great war cry in the ensuing election. 
It is not the system they complain of, but they say it is manifestly unfair for 
people in Jersey City to pay $2.80 per hundred when the railroad company 
on one class of property pays only 50 cents and on the very highest merely 
$1.50 per hundred of value. The counter argument by the railroad com- 
panies is this: that if the local assessing board of Jersey City would honestly 
assess every dollar's worth of property at its full value upon real and personal 
property, and then make up the tax budget, it would be found that the rail- 
ways were paying a higher rate.’’ 1's 

' As to the railroads they are not altogether satisfied but do not agitate 
for a change, as they are afraid of faring worse. 

The State Board of Assessors is a body whose sole duty it is to prescribe 
and obtain returns from the various corporations, check these, make valua- 
tions, and certify their assessment to the State Auditor, who collects the 
taxes. This board has nothing to do with local assessments or their equali- 
zation. That duty is discharged by the State Board of Taxation. 

As to other transportation corporations Mr. Maguire has this to say: 
“All public corporations using public streets and highways are subject to 
taxation by the various municipalities where their property is situated, the 
same as property of other people and at the same rate. They are also sub- 
ject to a franchise tax on public utilities, by this board, at the rate of 2 per 
cent. on their gross receipts, for the year preceding. The revenue is appor- 
tioned by this board among the municipalities through which the lines of 
these companies respectively run, in the ratio of assessed value of the pro- 
perty occupying the streets and highways, and the franchise tax is predic- 
ated on the length of line on the streets and highways. That is, if a cer- 
tain company had one-quarter of its line on public streets and three-quarters 
on private right of way, the basis would be on one-quarter of its receipts.” 

Telephone, telegraph, express and parlor and sleeping-car companies 
are all taxed on gross receipts from business done within the State, the 
rate being 2 per cent. \, 

The following table gives the mileage, the valuation and State and local 
taxes paid by the different railroad systems of New Jersey. These few sys- 
tems comprise 117 railroads making separate returns, with a total mileage of 
2,494, of which 173 miles are represented by canals owned by these corpor- 
ations. 


; | T ACK 

sage Aggregate aes 

Name of System. New cae For State For Local 

Jersey : Uses. Districts. 
Pennsylvania hallroad: 022.4 wick sg ye 811 | $66,469,488 $332,347 | $109,409 
Central Railroad of New Jersey ............ 437 48,933,597 244, 667 84,000 
Whiladelohiai& Readthig, 202 <.... 7 ki vee u ds 229 9,717,523 48,587 6,797 
EMe UR AITO des Wea tek eer ei ee aye ede eaen 150 19,150,348 95,751 60,571 
Delaware, Lackawanna & Western.......... 207 33,910,006 194,550 76,296 
New York, Susquehanna & Western........ 126 7,313,770 | _ 86,568 8,038 
VehighvValley,sRailroade: sWekers’.yai sles elec PPAEN |) 22,562,818 ADS 14a 44,425 
Rairodde mov Classified ua the tk eyo. sinew 305 | 14,137,570 70 687 | 38,794 
PEG LeU clea cae Jy nga ees eh ree lan ee 2494 $227,195,115 | $1,135,975 $428 334 


Annual Report of State Board of Assessors for 1903, p. 754. 
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Of the other transportation companies taxed by the State on their gross 
receipts, we have the following returns: 


Gross Receipts. Tax. 
Parlor, Palace or Sleeping Car Companies ......... 20. 06. 62 ceeeee $ 107,057 $ 2,141 
Express WOM Pawlesh wea Meneses ie aeilunt a als iach Lick Sate anit ewicewinte de sis 61,877 1,237 
Strecupvall wa ye OMMpAanicsme nema tests ee Ma deeeanen ie teaes lieanccaleas 8,184,706 163,694 
Telegraph and Telephone Companies ...... .........26.. ceseeeeeeeeeees 1,616,840 32,336 


But the chief source of New Jersey’s State income is derived from a 
vast number of corporations, operating throughout the United States, which 
have come to New Jersey to obtain charters of incorporation and which are 
taxed on their capital stock. There are 9,425 separate companies, with an 
aggregate capital stock of $8,641,229,854, on which is levied an annual tax 
of $3,147,680. The tax is a graduated one, being one-tenth of one per cent. 
on capital stock up to three millions. Between three and five millions the 
rate is one-twentieth of one per cent., and $50 on every million in excess of 
five millions. 


VERMONT. 


The Vermont system of taxation for transportation companies is inter- 
esting chiefly from the fact that it gives the railroads and similar corpora- 
tions the option of being taxed on an ad valorem basis or on gross earnings. 
In almost all cases the companies have elected to be taxed on their gross earn- 
ings. 

In November, 1900, the State Commissioner of Taxes was requested to 
make, during the next two years, an investigation of the system of taxing 
corporations in Vermont, and to present such recommendations as seemed 
to him advisable.The commissioner made his report in October, 1902. He 
deals, in the first place, with the extent to which the real and personal pro- 
perty of the different local units is undervalued. In this we have a striking 
instance, in an Eastern State, of the competition among municipalities to 
reduce their valuations with a view to escaping the proportionate burden of 
state taxes. As already noted, this is a familiar device in the Western 
States, wherever a strict and thorough going system of equalization is not 
in force. 

‘‘While the law requires a true, full and perfect statement in the in- 
ventory of the taxpayer’s entire tax of the personal property, and that all 
real and personal estate should be set in the grand list at its true cash value, 
it is a well known fact that the grand list in the State does not represent the 
true cash value of either the real or personal property. It is no doubt en- 
tirely safe to assume that the value of property in any town or city here- 
to fore shown is only a part of the true valuation for the purpose of taxa- 
tion. 

“The law does not recognize this condition of affairs, but the listers as 
a rule are practical men, who will not willingly make the property in their 
respective towns pay unequal share of the State and County expenses. Feel- 
ing as they do, that every other board of listers in the State is of their mind 
upon this subject, and knowing that there is no method of equalization, is 
it strange that property is set in the grand list below its true value?’ 16 

The Commissioner, therefore, recommends the establishment of a State 
Board of Equalization to determine the valuation for State and County tax- 
ation, so that each town should bear its just share of the State and County 
taxes. 


06 Special Report reeunes to Taxation of Corporations and Individuals by the Commis- 
sioner of State Taxes, 1902, p. 4 
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The system of railroad taxation in the State is thus summarized in the 
report of the Commissioner : 


“The system employed in this State for taxing railroads requires the as- 
sessment at a given rate upon the appraised value of the entire property of 
this class of corporations including the corporate franchise, giving to the 
company operating the railroad the option of paying in lieu thereof a given 
per cent. of its gross earnings. 

‘“‘The Vermont Statutes on this subject are as follows: 

‘‘The Commissioner shall appraise railroad property acquired, construct- 
ed, or used for railroad business or purposes, including the corporate fran- 
chise, at its fair and just value. Such appraisal shall be taken to be the 
true value of such railroad, its rights, corporate franchise, and property in 
this State, for the purpose of taxation, and shall be made as soon as possible 
abe returns are received, and not later than the first day of November an- 
nually. 


“Tf the line of a railroad extends beyond the limits of this State, its” 


whole valuation, ascertained as aforesaid, shall be divided by the number of 
miles of its entire main line, and the amount thus obtained shall be taken 
to be the value of such railroad per mile, which sum, multiplied by the num- 
ber of miles in this State, shall be taken to be the true value of such railroad, 
its rights, corporate franchise, and property in this State, for the purpose 
of taxation. 

“4 tax of seven-tenths of one per cent. is hereby annually assessed upon 
the appraisal obtained as provided in the two preceding sections, against each 
corporation, or person so operating a railroad in this State on the thirtieth 
day of June preceding such appraisal............... 

“A corporation owning or person operating a railroad within this State 
may, annually, pay to the State in lieu of the tax assessed in this chapter, 
two and one-half per cent. on its entire gross earnings, if such railroad is 
situated wholly within this State, if situated partly within and partly with- 
out this State; then such two and one-half per cent. on gross earnings shall 
be upon such proportion of the entire gross earnings of such railroad, as the 
mileage of trains run in this State bears to the mileage of all trains run on 
the entire main line of such road for each six months period. 

“The corporation or person accepting the provisions of the preceding 
section shall make returns of the gross earnings of said railroad as provided 
for making returns in this chapter, and within thirty days thereafter, for- 
ward to the State Treasurer the amount of such two and one-half per cent. 
for the period covered by said returns.’’ 


All but two roads have elected to pay on their gross earnings. These 
were the Fitchburg Railroad which simply ran across a corner of the State, 
and the other a narrow gauge branch line of the Fitchburg. 

The Tax Commissioner has the following observations to make upon the 
operation of the system in Vermont: ‘‘Compared with the taxes required 
upon the appraisal, the taxes heretofore paid by railroads upon their gross 
earnings have been somewhat less in amount. In some instances the tax 
upon the gross earnings closely approaches the tax upon their appraisal; in 
others it is much less. 

‘‘There can be no question, as between railroad companies, but that the 
earning power of a road in full operation, is the fairest basis of taxation. For 
it is the earning capacity which makes one farm worth more than another 
Grequalsize.ue 3. eek: One element of the earning capacity of any property 
is its physical condition; another, its location. 


7 Thid. pp. 86-87. 
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“These are simple and commonplace propositions, applicable alike to 
farm, manufacturing, commercial, and railroad properties. Like most ab- 
stract propositions, their application to small matters is much more satisfac- 
tory than to matters involving millions of dollars. The difficulty arises in 
failing to consider all the important elements which in a small matter would 
make little or no appreciable difference. It is the application of these simple 
and ,commonplace propositions to the great amount of business and property 
of railroads that makes it difficult to get a just and fair appraisal of their 
property. 

“Tt 1s doubtless unnecessary to even suggest that the valuation of rail- 

roads (in this State) and which has stood practically unchanged since 1892, is 
probably not the true valuation of all such roads. It would be impossible to 
demonstrate from any data at hand, how the appraisal of railroad property 
in the State compares with property set in the grand list. There is no class 
of property more difficult to value for the purposes of taxation than that of 
railroads. Men of prominence in railroad matters, as well as boards~of ap- 
praisers and courts, differ touching the method of valuing railroad property. 
Because of such difficulty in establishing the true valuation of railroads the 
tax based on gross earnings has met with popular favour. 
. “The appraisal of railroads covers all property, acquired, constructed or 
used for railroad business or purposes including the corporate fanchise; and 
allows no deductions therefrom, either for debts owing or by exempting cer- 
tain classes of property. 

“Tf a change is to be made in the system or rate of taxation of steam 
railroads, I would call attention to the fact that in some of our sister states 
the tax upon gross earnings is graduated according to the gross earnings per 
mile, increasing the rate of taxation with the increase of earning above a 
given amount. In this way all railroads pay a certain fixed rate, while the 
more prosperous ones pay an additional rate proporioned to the additional 
earnings.’’ "78 

Other transportation companies are treated as follows: 


Street Railroads: ‘“These roads are subject to the same taxation laws - 
as steam roads. Being built for the most part in highways and streets, the 
cost of constructing the road bed is considerably less than that of the average 
steam railroad. The corporate franchise is an important factor in establish- 
ing the valuation of street railroads, and should materially enhance their 
valuation as this class of roads becomes more firmly established. It is quite 
apparent that the taxes from street railroads will increase in volume as the 
earning power increases, because upon that, depends to a great extent the 
valuation for the purposes of taxation. In the past, a part of these com- 
panies have paid upon the gross earnings, but a much larger per cent. than 
of steam roads have paid at the rate of $7 per one thousand, upon the ap- 
praisal. 

Express Companies: ‘‘Express companies, like insurance companies 
organized under the laws of other states and countries, have but little tan- 
giole or real property in this State, so that the tax paid by these corporations 
must be in the nature of a franchise tax rather than a property tax. The 
Vermont statutes upon this subject are as follows: 

‘‘A corporation or person, doing express business in this State, shall pay 
a tax to the State, which is hereby assessed at the rate of four per cent, an- 
nudlly, on the gross receipts of their business done wholly within this State. 
Such tax shall be paid annually on br before the fifteenth day of September 
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and shall be based upon the business for the year ending with the last day 
of June next preceding.”’ 


‘‘In order to keep within constitutional bonds the rate required of this 
class of corporations should be assessed upon the gross receipts or earnings 
from business done wholly within the State, our Supreme Court having de- 
cided that a law taxing gross receipts derived from Interstate business would 
be unconstitutional. Owing to the fact that express companies have but 
little real estate or tangible property in Vermont, a property tax could not 
be assessed against them, giving them an option to pay a given per cent 
upon the gross receipts on all business done in Vermont, as in the case of tax- 
ing railroad companies. 

Sleeping and Palace Cars: ‘‘What has heretofore been said touching 
the taxation of express companies, applies to the tax upon this class of busi- 
ness. The taxable gross receipts are only those received from business done 
wholly within this State. The Vermont statute imposing a tax thereon is 
as follows: 

‘‘A corporation or person owning or operating sleeping palace or other 
cars for which extra compensation is charged for riding therein, over any of 
the railroads in this State, shall make returns to the Commissioner of the 
entire gross earnings of such cars, received from business done wholly within 
this State, including all sums received for the use of cars. An annual tax of 
five per cent is hereby assessed on such gross earnings of such corporation or 
person.’’ : 

Steamboat and Transportation Companies: ‘‘The laws taxing this class 
of common carriers are similar to those pertaining to railroads and are as fol- 
lows: 

‘A steamboat, car, or transportation company, incorporated under the 
laws of this State, shall pay an annual tax to this State on its property and 
corporate franchise.Such company shall make returns to the Commissioner 
of State Taxes, as required by this chapter, who shall make an appraisal of 
the value of its property, and in so doing shall take into consideration its 
business and corporate franchise. 

‘CA tax of seven-tenths of one per cent. is hereby assessed upon such ap- 
praisal and shall be paid to the State Treasurer, as provided for the payment 
of taxes by railroad companies. 

‘‘The corporation specified in the second preceding section may annually 
pay to the State in lieu of such tax, two per cent. on their entire gross earn- 
ings; and shall make such election, returns and payment as are required to 
be made by railroad companies.”’ . 

Telegraph Companies: ‘‘The law touching telegraph companies is as 
follows: ; 

‘A corporation, person or company owning or operating a telegraph line 
within this State, shall pay an annual tax to the State upon the property or 
corporate franchise of such corporation or person, which is hereby assessed 
at the rate of sixty cents per mile of poles and one line of wire, and forty 
cents per mile for each additional wire owned, maintained or operated within 


this State. Such corporation or person may, in lieu of the tax assessed, pay 
three per cent. of the entire gross earnings of business done wholly within the 


State.”’ 
This section should, in the opinion of the commissioner, be amended so 
as to read as follows :— ’ 
lla R.T.C. 
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“Such corporation or person may in lieu of the tax assessed in the pre- 
ceding section, pay to the State a sum equal to three per cent. of the entire 
gross earnings of such corporation or person collected within the State, on 
account of telegraphic messages or communications sent or received herein. 


“A law of this character would not be unconstitutional and would, at 
least to some extent, remedy the deficiencies in the present law.’? The de- 
ficiencies referred to were due to the fact that most of the business of the tele- 
graph companies was of an interstate character and could not properly be 
taxed under the existing law. 


Telephone Companies: ‘‘In 1894 the present law governing the tax- 
ation of corporations and persons doing telephone business was incorporated 
into the Vermont Statutes and is as follows: 


“A corporation or person doing telephone business in this State shall pay 
a tax to the State, which is hereby assessed at three per cent. annually on 
the entire gross earnings of business done wholly within this State, including 
sums received for rental of instruments.’’ 


‘‘Telephone companies like telegraph companies should be assessed a 
given sum for each line of poles and one wire within this State, and a further 
sum for each additional wire, graduating the price per mile according to 
the kind of lines used. An option should be given this class of taxpayers to 
pay a given per cent. upon the entire gross receipts collected in this State 
in lieu of the mileage tax, provided such gross receipts equal or exceed a cer- 
tain sum, for instance five hundred dollars.’’ 


Annual License Taz: ‘‘This is a tax required by our statute of every 
corporation having capital stock or deposit, organized under the laws of this 
babe wget: This tax is also required of every corporation organized under 
the laws of any other State or government, while doing business in this State. 
Our statute assessing such tax is as follows: 


‘Every corporation organized and existing under the laws of any State 
or government other than the State of Vermont and doing business in this 
State, and every corporation organized under the laws of this State, and 
having capital stock or deposit of fifty thousand dollars or less, shall be as- 
sessed an annual license tax of ten dollars; and for each fifty thousand dol- 
lars or fractional part thereof of capital stock or deposit in excess of fifty 
thousand dollars, five dollars. But no tax shall exceed fifty dollars.’’ 


The various sources of the revenue in the State of Vermont with the 
amounts derived from each are as follows: 


Source. 1902. 
Total direct taxes on real and personal property (The Grand List) ............ $2,893,466 
Amountsof above: paid unto State Treasury) Joos. ses) ofes. oc Jecaae sacl ae, secs e atin ee 268,522 
Mak oaupAldy Oy tho COLPOrallOng. des: .c2 70 ita dase cous shh) Neth aoeese vanes eaanses 478 244 
Collateral ‘inheritance taxes ......... 0 cn... estes. Be ine ae ae PSG 5 cS pa GT Te ae ee * §5,066 


The following table in addition to the mileage of the different railroad 
systems of Vermont gives the amount of the semi-annual tax which would 
be levied upon the general property appraisal of the railroads, and the alter- 
- native semi-annual tax upon the gross earnings. As shown in the table, and 
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for obvious reasons, all but two of the companies elect to pay on the gross 
earnings system. 


| Semi-annual) Semi-annual Tax 
—— | Mileage. Tax on on 
/ Appraisal. Gross Earnings. 
| sa, deg. June 
Atlantic:& St. Lawrence: 2.0 isc ce ioe es 30.56 $ 3,206 | $ 2,595 $ 2,754 
PATTON NCNM aye eyHe ss sie asce eslodhics eae etal aye pe tin ener aas 9.26 1,050 774 869 
Bennington & Rutland ..........4-- sees eee 58.91 5,250 | Pays on appraisal 
Gembraliy Vera onnl,criircgs sterec.s9!c terete tata orate, ae karenonel |: 296.6 28-751} 27,002 23,569 
Clarendon & Pittsford.................e2+0e- 11.78 875 | 451 735 
Conn & Pass umpsic Rivers...........--+-255> 110.31 16,625.) « 11,424 10,140 
Coos Walleye os sc. he et sineleatene mo mie ake ete aa 1220) At erate es 383 360 
Mipla ware nc, ELUMASOM Hee ilie atc) tle oleleredsvel-lei auslel 36.65 2,800 1,758 1,461 
ibe DEIR te keer es Ue os bp le ame rey etei sia) (Jal fepaio is evens 12.69 910 | Pays on appraisal 
Montpelier & Wells River..........-..--.+-- 42 2,625 2,125 1,913 
IMomtrealnce Atlan tiGan. 2 berm wine tee eiiislele tel onchet er 21.70 2,205 1,210 1,140 
Beart lari cic) mat tuk ae anleheie.’ Cos nsw aeoreia veneer teens 237 .55 21,998 18,834 15,082 
St. John & Lake Champlain................. 131.5 5,250 4,001 3,576 
Vermont, Valley c.f. kgs cee cere tte ese wet 24 4,375 8,526 2,936 
WoodstockhallmoaduC onan re smile a eitak eye 13.88 700 556 464 


Of these the Atlantic and St. Lawrence is operated by the Grand Trunk, 
and the Montreal and Atlantic is operated by the Canadian Pacific. 


NEW HAMPSHIRE. 


The New Hampshire system of railroad taxation is simply that of the 
general property tax, with a state organization for the assessment, collec- 
tion and distribution of the taxes levied upon the property of the corpora- 
tions, specifically used for railroad purposes, throughout the State. That 
portion of the property of a railroad company which is not used specifically 
for railroad purposes is taxed by the municipality in which it is situated, it 
being provided by law that, “‘the real estate of railroad, telegraph and tele- 
phone corporations and companies not used in their ordinary business shall 
be appraised and taxed by the authorities of the town in which it is situated.’’ 
‘A State Board of Equalization assesses the railroads upon the actual 

value of the road, the rolling stock, and equipment, as it was on April Ist of 

each year. In arriving at its valuation of the railroad property, the Board 

of Equalization may require the railroads to furnish such information as may 

be specified by it in the discharge of its duty. In default of furnishing 

such information, the company may be taxed two per cent. on the par value 

of its authorised stock and bonds. But, when ordinary conditions are 
complied with, the stock of the railroads is free from taxation. 


The rate of taxation on railroad assessments “‘must be as near as may 
be in proportion to the taxation of other property, in all the towns and 
cities of the State.”’ 

‘‘The railroad tax is paid by the corporations to the State Treasurer, and 
divided as follows : one entire fourth part to towns through which the roads 
pass, for right of way and buildings, proportioned to expenditure for same.”’ 
As a basis for the determination of the proportion of this one-fourth of the 
railroad tax which should go to each town, ‘“‘the directors of each railroad 
corporation shall, on the first day of July in the year 1892, and in every 
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fifth year thereafter, make a return under oath, to the State Treasurer, 
showing the share of the capital of the corporation expended in each town 
for buildings and right of way; and the treasurer shall make the apportion- 
ment, based upon such expenditures, from such returns.’’ Out of the other 
three-fourths of the taxes there is paid to the several municipalities where 
any stock of the railroads is owned, such proportion as the, number 
of shares owned in that municipality bears to the whole number of shares 
of the corporation. The remainder of the three-fourths of the 
taxes is retained by the State, and therefore corresponds to the proportion 
of stock in the railroads which is not held in the State. 


In order that the Board of Equalization may have the data: upon which 
to distribute taxes according to the stock held, on the one hand each rail- 
road company is required to furnish a list of the names and residences of the 
stock holders within the State, and, on the other, each municipality is re- 
quired to furnish the State Treasurer with a statement of the number of 
shares in each railroad corporation within it, giving the names of the owners 
and the number of shares held by each. Where there is a discrepancy in 
the returns, as between the railroad company and the municipal assessors, 
the State Treasurer shall decide the matter. 

There are no special regulations for the taxation of sleeping car and 
other transportation companies. 


The telegraph and telephone companies are assessed and taxed on their 
general property, but the whole amount of the tax on these corporations is 
retained by the State. The taxes collected in 1904 were as follows : tele- 
phones, $9,831; telegraphs, $2,074. 


There is a Railroad Commission in the State, the expenses of which are 
met by a tax upon the gross receipts of the railroads. In 1904 this tax 
amounted to $7,198, being at the rate of one mill on the dollar of the gross 


receipts. 


e 


The rate of taxation levied on the railroad, telegraph and 
companies in 1904 was 1.7 per cent. 
The following table gives the local and State assessment of the different 
railroads of the State, and the amount of taxes levied by the 


telephone 


Board of 


Equalization : 
: Local State | 
Railroad. Assessment. | Assessment. | State Tax. 

He euorPclonviclles fyi. sodte sc hieae ee hee eee sted) Sule anise | $ 9,500 | $ 50,500 | $ 858 
IBOS EOL RGon VAIO teeter ae nm knenenee We eae Sy cles tere (2 160,000 3,965,000 | 67,405 
Concordece@ aren OMty ames aumnenns bynes siete stein aoe 4,000 496,000 8,432 
WOnCORATeD MOMELGA ns oe hath ate we mias ag one terse: 131,000 7,419,000 126,123 
WON COTO OLSLRONE Gladan es etre eels Sete iy ener a cla aiet ie) So we ree | 600,000 | 10,200 
(Gy STNTLAYOLBYCADE IA ROTO CS 9s ee MAE oe 5 hoe Bre aD Oe Ea Ek 15,000 310,000 5,270 
Ea tele se seep aay es seb ictiot e erat adores eauetie Nereretayeiele« 34,000 1,601,000 27,217 
GATIOM RUT Keane Lee Ree tehen cotter tayehd Chy einai wo Minne oboe 11,500 348,500 5,924 
Manchester LawTel Cemrre ts ee eriaiemine ath promerteete a aie ucte 3,300 1,496.700 25,448 
Monn ASaINPTON. 4 ooh. hose et oa < Patina k wane eel 25,000 100,000 1,700 
anita, GACtOl Gp DORbONiee 25 scam, 2 rasi.ih al aidlemyticlerm fy 2,000 18,000 306 
INARA ccoliowells.22 a mienkice Sime ede tikes seat Ata eee ec 27,600 372,400 6,330 
ING CUES O BLO TR eee tee Caer le eee caters een Aerie Tb tals Gc br ewes 25,000 425 
INCA OIE e Ge RO BRNO SOI onee ee |: bee bid Oar eee Ee 11,300 2,358,700 40,097 
CV ORIE ON Toe VE MITER ee le haan. SIC IS Berg ad Se RE ea Ol 1a Rene oe EN 160,000 2,720 


166 . REPORT OF THE COMMISSION No. 54 


VALUATION AND TAXATION TABLE—Continued. 


. eelbocall State + 
eee | Assessment. | Assessment. Rage Tex ¢ 

Peterborowol piers mein mentees were Ae ms crear me eth eae a | 700 49,300 838 
Petervorough ig Hulls boroue hy 3. ani okie ee eure ep never aes yet 50,000 850 
Rortland Oodens buns Huta cette yct ue eaete nee ee 5,400 294,600 5,008 
Salles (WO uMby iy erate rats. a, aera earn eat ei lle te eid Sole 750,000 12,750 
SUNCOOK IV alley aie weve ei ciuerae Mi eelae Te anarene Re 4,500 135,500 2,303 
AB PED! COOR erp ie Lhe ahr) toate te nes Penueeeay Duddy VEO en eh Cea 500 | 79,500 1,351 
ANU Vera gs SLUNG apie a ReMi ae ora aoe nhl Menge Fat 6.50 | 2,100 - | 297,900 5,064 
Worcester, Nashua & Rochester..............8.....5. 13,900 1,186,100 20,163 
Laconia Street Railways: are sanoan sae eee ee te | 10,000 25,000 425 
Manchester Streett Rail wayci.1. cater icic lowe terete bey ee ell iain tete emt 330,000 5,610 
Nashiraastreet Railway ioceiee)ioc aoe) rnge aileipaeie s teceeae 4,500 115,500 1,963 
Dover, Somersworth & Rochester Street Railway...... 15,000 80,000 1,360 

Bo) 629) De anoae AVN A ACN foarte Fann BTS OU Atala sys cates abe $490,800 | $22,714,200 $386,141 


Valuation and Taxation of State of New Hampshire for year 1904, pp. 6, 7 


GREAT BRITAIN. 


JV The British system of taxation is, as might naturally be expected, a 

striking example of the stereotyping influence of historic conditions hix- 
cept for the comparatively small railway passenger tax levied by the Imper- 
ial Government, and not taking account of the income tax on railroad livi- 
dends, the railroads of Britain are taxed entirely by local bodies. 


As all local rates were originally levied on the visible wealth of the 
neighbourhood, chiefly reality, and as the landlord and tenant system so 
largely predominated throughout the country, the system of local taxation 
grew up upon the basis of the value of tenant holdings, with due allowances 
for necessary repairs, capital outlay, etc. When this system was established, 
there was as yet no thought of corporate property in the shape of railways 
and other transportation and transmission companies extending through 
scores of parishes, or local unions, and having no connection with the land- 
lord and tenant system. As these properties developed, however, they were, 
by. one device or another, brought under the system already established. 
This system, through its numerous and more or less artificia] » djustments 
to meet new conditions, had become so complex that it seemed impossible to 
amend it without rendering confusion worse confounded. The consequence 

was that, as the railroads expanded into great and wealthy corporations, 
there grew up a system of valuation for local taxation based entirely on legal 
fictions, some of them of a rather fantastic character. 


In its present shape the railroad tax is in reality a tax upon gross eara- 
ings less certain deductions supposed to reduce it to a basis of net income, 
though it is manifest that this too is a fiction, for, as proved by _ several 
writers,-the residue accepted as a basis for taxation is not in any rormal 
sense to be taken as net earnings. But, in order to make it square with the 
law on the subject, the earnings are, as jt were, put into a medieval cos- 
tume and made to wear the mask of a tenant‘s profits. Thus the fragment 
of a great railroad system which crosses a rural parish is valued on the 
basis of what a hypothetical tenant would give for it, if renting it. This 
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fiction applies to other forms of modern economic properties which extend 
beyond the limits of a single taxing district. 


Some idea of how the system looks to those who are most perfectly 
familiar with it may be gathered from the following evidence on the sub- 
ject, taken from the reports of the Royal Commission on Local Taxation. 
The evidence is that of Mr. J. F. Rotton, Q.C., for fourteen years the legal 
advisor of the Local Government Board. 


(Chairman) ‘‘There is one point I passed over rather lightly, I under- 
stand the basis of English valuation is what a hypothetical tenant would 
give for a particular subject P? That is so.’’ 


‘‘How are railways valued ? Theoretically, they are valued in the.same 
way. I should not like, at the present meeting of the Commission, to attempt 
to go into the question of how, that is to say, what the arithmetical process 
is, which is, of course, an exceedingly intricate one. 


‘“‘Now we will take a country parish, twenty miles from London, through 
which there is half a mile of railway, how is the overseer of that parish 
to obtain any data at all as to what any hypothetical tenant would give for 
that particular half mile of railway ? It is no doubt exceedingly difficult 
tor the overseer of a particular parish to ascertain what a railway should be 
charged at, and of course the one mile or half mile of railway is not, for 
the purposes of ascertaining its value, considered alone, but it is eoueidercd 
as part of a system. 


“Do you know as a fact what the overseer of a country parish would 
do under those circumstances ? I suppose that the original ratings of rail- 
ways must always have been settled by valuers. The system is an exceed- 
ingly elaborate one, and it has to take into consideration the earnings of 
the railway as a whole, and the proportion of those earnings which is attri- 
butable to each of the particular miles which is in the parish. Therefore, 
I take it that the original valuation of the railways must always have been 
settled by some valuer called in for the purpose. 


“Does the valuer have regard to the question of whether a particular 
mile of railway is a single line or a double line, or quadruple ? Yes, he 
does, and to how much) traffic goes over it, whether the whole 
trafic of the railway goes over it, or only a small portion. Take 
for instance a mile of railway between, we will say, Harrow and Bletchley, 
the value of that mile would be very different from the value of a mile on 
some branch where there are only two or three trains a day. 


‘But it really amounts to guess work ? I should not like to say that. 
It is not a matter, of course, with which I am personally familiar. They ar- 
rive at a result which I daresay would not satisfy an exact logical inquiry in 
every particular, but it is a result in which both parties acquiesce. 


‘“‘Ts there any one mile of railway in the kingdom as to which some dif- 
ferent conditions could not be shown as regards any other mile? I daresay 
the system is an imperfect one, but I imagine that probably any system 
which attempts to rate so great an undertaking as a railway, an undertaking 
which is in s0 many parishes, and to divide that ratable value according to 
any principle whatever, between all those parishes, would find the problem 
one of such intricacy that it could never be satisfactorily solved in a theoreti- 
eal sense, although it is practically, solved. 


‘x 


/ 
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“As I gather it from the tenor of your evidence, you regard the system 
of valuation in England as one which was suitable to the country parishes 
in former days but which has not kept pace with the requirements of modern 
valuation? I think IJ may admit that.’’ 79 


The Royal Commission on Local Taxation was appointed in 1896 and, 
after issuing many volumes of evidence and special memoranda, made its 
final report in 1901. The subject of railroad taxation, among others, is very 
fully dealt with and contains much enlightening evidence. It is interesting 
te find that, as in the case of various American States, and particularly some 
of the older eastern ones, a system once adopted and adjusted, however im- 
perfectly, to a great variety of other interests, is exceedingly difficult to satis- 
factorily improve, without a radical alteration of the whole system. But 
such a change must be attended with many and far reaching inconveniences 
before the newer system is adjusted to the varied and complex economic in- 
terests of modern life. 


There are very considerable differences, both as to the method of valua- 
tion and the principle of distribution, between England, Scotland and Ire- 
land, in dealing with railway taxation. The leading features, however, of 
the whole British system, stated as far as possible in the language of the 
Royal Commission, may be given as follows: 


“In the absence of special statutory provisions respecting the valuation 
of railways, an attempt has to be made to value them in accordance with 
the Parochial Assessment Act, 1836, i. e., upon an estimate of the ‘“‘net 
_ annual value’’ of each part within a parish. 


“The difficulty of this task is two-fold. For, in the first place, rail- 
ways are never let on the terms contemplated by the Act, they are very sel- 
dom the subject of any contract or transaction at all of the nature of letting 
(or even of sale); and there is no other property resembling railways in such 
a way that it could be used as a comparative standard for estimating their 
value. This general difficulty would exist in the case of a railway entirely 
comprised in one parish, but, in the second place, the problem is greatly 
complicated by the EG that a railway is seldom or never entirely comprised 
in one parish. ‘ 


“There is no general rule for meeting these difficulties. But the usual 
practice is to meet the former difficulty (i. e., that of valuing a peculiar and 
practically unlettable property by the adoption of what is known as the 

“‘profits’’ principle. This principle is that a tenant would give as rent a 
sum equal to the receipts from the property less the expenses of earning them, 
and less the ordinary profit which a tenant would expect. It may be ob- 
served that valuations on this principle include the value (if any) which 
may be attributed to the more or less complete monopoly conferred on the 
railway by natural conditions and Parliamentary enactments, and in this 
respect, among others, a valuation starting from profits would differ from 
one which was based on the ‘‘contractor’s rent’’ principle, i. e., mainly on 
capital outlay. 


“The further problem of estimating what a tenant would pay for the 
portion of a railway within any given parish appears still more baffling. For 
what rent would a tenant give for a mile of a trunk line if he were excluded 
from making any use of the remainder of the system? But the courts have 
determined that, although it is the value of the particular portion within 


au Royal Commission on Local Taxation ; Minutes of Evidence, Vol. I., pp. 12-13. 
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the parish which is to be ascertained, it is proper to take into account the fuct 
of its connnection with the portion outside the parish. On the other hand, 


We kale of any portion of the undertaking outside the parish must be ex- 
cluded. 


“Stations, as will be seen later, are valued and rated separately. The 
precise problem, therefore, is to ascertain the net annual value of a Parochial 
section of the “‘running line”’ of a railway. For this purpose the following 
ee has been given :—Take the gross receipts of the line in the parish, 

educt, 


“I. Hapenses of Earning.—The deductions under this head include first, 

II. The occupiers’ share, or the amount of profit due on the capital 
employed, i.e., that part of the net receipts which the supposed occupier 
would retain as interest on capital and trade profits; 

“TIT. The statutory deductions allowed by the Parochial Assessments 
Act, and then the net annual value remains. 

“T. Expenses of Earning.—The deductions under this head include first, 
the expenses connected with locomotives, carriages, and waggons, the traffic 
renee the general, miscellaneous, and law charges, and the Government 

uty. 

“The total expenses in connection with the locomotives, carriages and 
waggons are apportioned between the various parishes according to train 
mileage, whilst the remainder of the deductions (except the Government 
Duty and tenants rates and taxes) are charged against each parish in pro- 
portion to the traffic receipts therein. Government duty is apportioned ac- 
cording to the receipts from the passenger traffic chargeable with the Duty. 


‘‘A further deduction is also made in respect of expenses which are rea- 
sonably necessary for carrying on the concern, but against which there are 
no receipts to be put. These consist of ‘‘stations, offices, stores, and build- 
ings, and repairing works and premises throughout the railway necessarily 
used and occupied for the purposes of and in connection with it, and with 
the conduct of the traffic upon it.’’ All of these subjects are separately 
rated, and the deduction in respect of them should be equivalent to the 
actual value at which they ought to be assessed. In actual practice, how- 
ever, a fixed percentage of the gross receipts in each parish is often deducted, 
the percentage varying from 5 to 7 or 73 per cent. . 

“TT. Occupier’s Share.—It is assumed that the tenant of a railway 
would require capital for outlay for the following purposes :— 

“‘(1) Working plant (rolling stock, machines, tools, horses, furniture). 

**(2) Stores, duplicate of plant. 

**(3) Floating capital. 

‘The amount of capital invested in working plant and stores is estimated 
upon the basis of what it would fetch in the market at the time of valuation, 
and in order to arrive at this it is customary to take the cost to the company 
depreciated by a percentage which has been variously determined by the 
Courts at 124 to 20 per cent. | 

‘The amount which is allowed to the tenant in respect of his capital 
varies, but the following percentages have been sanctioned : — 

“(1) On capital invested in working plant, 174 to 20 per cent, made up 
as follows :— , tee 
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(a) 5 per cent. for interest on capital. 
(b) 10 per cent. for trade profits. 
(c) 24 per cent. to 5 per cent. for risks and casualties. 


“(2) On capital invested in stores, 10 per cent. 
“‘(3) On floating capital, 5 per cent. 


“IIT. Statutory Deductions—The sum now arrived at is the gross 


value of the line. 


‘The further deduction of the average annual cost of repairs, insurance, 
etc., leaves the net rateable value. 


“The cost of maintaining the permanent way appears to be a deduction, 
under this head, though it is sometimes regarded as part of the working 
expenses. 


“Stations are rated separately from the rest of the undertaking. They 
are, roughly speaking, assessed on site and structural value, i.e., a percen- 
tage upon the value of the land and the cost of the buildings. What 
should be included in the term ‘‘Station’’ is a matter upon which some con- 
troversay may arise. Amongst other points, the question of the occupa- 
tion of parts of the station by third parties, such as is the case of bookstalls, 
refreshment rooms, etc., has tg be considered. If such parties have not ex- 
clusive ogcupation so as to render them liable to be directly rated, the rent 
received by the railway company is taken into account in the valuation of 
the station. Likewise, the enhancement in value by the letting of spaces 


‘for advertisements is taken into consideration, and also the presence of ma- 
chinery. 


‘According to the theory of Rating Law, the ‘“‘Parochial Earnings Sys- 
tem,’’ that is, the system based on the net profits earned in the parish, is 


more correct than any other, but the difficulties and inconsistencies arising _ 


in practice operate against its equitable working. These were pointed out 
by Lord Campbell, C.J., in a case heard as long ago as 1851, in the follow- 
ing terms :—‘‘The rule laid down by the Parochial Assessment Act is easily 
applicable to all the property which the Legislature had in contemplation 
in laying it down. But it is wholly inapplicable to a railway extending 
many miles, through many parishes, with a trunk line and branches, the 
traffic upon its different sections bearing no certain proportion to the earn- 
ings upon them. 

“In 1867 the Royal Commission on Railways recommended: ‘We 
would suggest that in order to meet inequalities in the local taxation of rail- 
_ Ways, some means should be devised by which some public authority, such 
as the Poor Law Board, should make an assessment for rating the whole rail- 
way, and then divide the amount according to an equitable principle be- 
tween the several unions or parishes.’ 


‘‘A valuation of each railway, as a whole, would abolish many of the 
difficulties and absurdities of the parochial system. At present an enor- 
mous amount of repetition must take place in the examination of the com- 
panies’ books by the various authorities (the Midland Railway passes through 
900 parishes); and not only would this be avoided, but the valuation would 
be everywhere carried out on similar lines. The Valuation Authorities can- 
not be expected to be thoroughly acquainted with the principles of railway 
valuation, and must, if they wish to perform the work properly, employ a 
valuer. On the other hand, the railway companies have no representative 
on the Assessment Committees. 
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"In Scotland a Railway Assessor makes a yearly valuation of the whole 
of the railways, and he also values canals, tramways, waterworks, and gas- 
works. The Scottish system of arriving at the cwmulo value—that is, the 
value of the undertaking as a whole—may be briefly stated as follows :—The 
gross revenue of the railway company is taken from the half-yearly accounts, 
and then certain deductions are made for working expenses and tenants’ al- 
lowances, which include 25 per cent. on working stock and plant; 25 per cent. 
on locomotive machinery, station furniture, etc.; 10 per cent. on stores; 5 
per cent. on floating capital, and -8 per cent. on the plant employed in work- 
ing small lines. 


“In Ireland, the railways, like all other properties, are valued by the 
Commissioner for Valuation. Each railway is valued, as a whole, on the 


basis of what a hypothetical tenant would pay, having regard to the pro- 
fits made. 


‘““When a valuation of each railway, as a hele, has been made, the 
question arises how that valuation should be allocated between the various 
rating areas. On both the methods in operation in Scotand and Ireland 
respectively the total value of the railway is first divided between running 
line on the one hand, and stations on the other, and the value of the stations 
is allocated to the rating areas in which they are respectively situated. The 
value of the running line on the Scottish system is allocated according to the 
mileage of the lines in each rating area. On the Irish system a division 
is made among the different rating areas according to the number of train 
miles run in each.’’ 1° 

After considering the matter carefully for five years and feeling the 
necessity of doing as little violence as possible to existing conditions and in- 
terests, the Commission made the following recommendations : 


‘In our First Report we recommended that railways (like other special 
properties) should be valued, in the first instance, by a Valuer appointed by 
the County Valuation Authority, and that objections should be heard by that 
Authority. The evidence that we have since heard, and the more detailed 
consideration which we have given to the question have now satisfied us that 
it is desirable to go somewhat farther. We think that the Scottish and Irish 
systems involve fewer difficulties and anomalies than the English system, 
and that they possess many advantages which the English system does not. 
The plan of making independent valuation of small sections of each railway 
cannot, we think, produce entirely satisfactory results, and we therefore 
now propose that a Central Authority should be appointed, whose duty it 
should be to value each railway as a whole and to allocate the valuation thus 
obtained between the various rating areas. Besides being much simpler 
than the existing system, this plan would, we think, entail less expenditure 
upon valuation and appeals by both railway companies and Local Authori- 
ties, and would also secure that different railways and different parts of rail- 
ways should be valued on uniform lines. 

‘For this purpose we suggest that an independent Assessor of Railways 
should be appointed, and should be entitled to receive such salary and em- 
ploy such staff as the Treasury may approve. We think that the expense 
should be borne partly by the Valuation Authorities, and partly by the Rail- 
way Companies, who will undoubtedly be relieved of much labour and ex- 
pense by the new arrangement, but the appointment should be made on the 
responsibility of the President of the Local Government Board. 
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““The total valuation of each railway should be ascertained in accordance 
with the statutory definition of net annual value, as it has been interpreted 
by the Courts. In allocating the valuation of each railway between the 
different rating areas in which it is situated, the, value attributable to the 
stations (including bookstalls, refreshment rooms, etc.,) should first of all 
de deducted, and distributed amongst the areas in which the stations are res- 
pectively situated. 

““The value of the permanent way should then be apportioned amongst 
the rating areas through which the line passes. We have indicated that the 
choice of methods for distributing this part of the value of the undertaking 
appears to lie between line-mileage and train-mileage. These two systems, 
as already stated, are in force in Scotland and Ireland respectively, and, 
in considering the question as regards England, we have come to the con- 
clusion that distribution according to train mileage would produce the more 
equitable results. We are aware that at its inauguration some difficulties 
would certainly be met with under this system, and that it would involve a 
somewhat greater amount of work than if line-mileage were the basis of 
apportionment, but we do not think that, with the establishment of an en- 
tirely new system, these considerations should prevent the better method 
being adopted. | 

. “As stated in our First Report, we think that appeals against the valua- 
tion of railways should be heard by the Railway Commission or a Special 
Tribunal created for the purpose. ?! 

With reference to other transportation and transmission companies, the 
‘Commission came to practically the same conclusion. In their first report 
they had recommended ‘‘that special properties such as railways, canals, 
mines, tramways, docks, telephones, and gas, water and electric light works 
should be valued in the first instance by a valuer appointed by the Valuation 
Authority (i. e., the County or Borough Valuation Authority) objections be- 
ing heard by that Authority, and appeals lying to the Railway Commission, 
or a Special Tribunal created for that purpose.’? 

“‘As has been seen after further considering the system of valuation in 
Scotland and Ireland, as well as in England and Wales, we have been led 
te propose a central system of valuation for railways; and with regard to 
these other special properties we are of opinion that if the occupier of such 
properties, or the local authorities concerned, desire it, they should be able 
to have the properties valued by the Government Valuer of Railways instead 
of by the County or Borough Valuation Authorities, and that an appeal 
should then lie to the Railway Commission or a Special Tribunal created 
for that purpose. If this was done, the parties would have the advantage of 
having the properties valued by experts accustomed to valuing the same 
classes of property in different parts of the country, who would have no local 
interest in the results of the valuation. When properties are valued in this 
way we think that the cost should be defrayed by those interested in the 
valuation.’ !2 

The recommendations amount then to this : 


First: Each railway shall be valued as a whole. 
Second: The railways shall be valued on their earnings. 


Third: The values of the stations shall be deducted and assigned to the 
different taxing areas within which they are situated. 


lI Royal Commission on Local Taxation, Final Report, p. 60. 
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Fourth: The remainder of the value shall be attributed to the railway 
as a whole and shall be distributed to the areas through which the line 
passes, on the basis of the train mileage. 


This system was not regarded as altogether satisfactory either by the 
railways, the local authorities or the members of the Commission. As 
pointed out in a separate report by two of the Commissioners, ‘‘We believe 
that no one acquainted with the present system of valuing railways in Eng- 
land would seriously propose its extension.’ But it was held to be the 
most satisfactory compromise which could be arrived at without too greatly 
disturbing the whole system of local taxation. 

The objections of the railways to the existing system of valuatino and 
taxation may be gathered from the following statement by Mr. William P. 
Payne, rating surveyor of the Midland Railway Company, and Chairman 
of the Railway Rating Surveyors’ Association : 

“Following the general principle that the rateable value of heredita- 
ments is derived from the rent which a tenant would pay upon a yearly 
tenancy, the portion of railway falling to be rated in each parish is fixed 
upon the basis of a rent which a hypothetical tenant might be expected to 
pay for that portion of railway. Admittedly such a tenancy is practically 
impossible. There is no element of competition which would enable a 
judgment to be formed as to a fair rental value, as in the case of a farm, 
house or shop, and the only guide for the assessment is the traffic carried 
and the profit earned. 

‘‘From this it has arisen that in railway, gas, and water assessments 
alone, the profit earned is taken as the basis of calculation, and the whole 
profit beyond the dry interest on an assumed tenant’s capital and an al- 
lowance for tenant’s profits is attributable to a hypothetical rent and there- 
fore to rateable value. 


“The effect of this system of calculating a rent backwards from pro- 
fits is to raise the railway assessment far above that of any other kind of 
property assessed upon the ordinary basis of rental value, as will be shown 
later. 

“The method of arriving at the valuation of a railway in a parish 
is necessarily extremely complicated. The foundation is, as stated above, 
the gross receipts earned in the parish, and as these cannot be derived from 
any published accounts they have to be calculated in detail. 


“The officials of a railway company have to begin by extracting from 
their books all the receipts from traffic arising or terminating in or passing 
through the parish. This is necessarily a work of enormous detail, trou- 
ble and expense, and when completed each parish has to be credited with 
its due mileage proportion. 

“The gross receipts in the parish being thus ascertained, the first de- 
duction is for working expenses. On account of the variation between the 
volume of productiveness of traffic in different districts, a deduction of work- 
ing expenses upon a general average of the railway would not be accurate, 
and consequently the working expenses, with the exception of the miscel- 
laneous expenses and Government duty, are calculated upon the train miles 
run in the parish.’’ '3 

After giving details as to the deductions which are made, and which 
have been referred to above, he continues: ‘‘The Midland Railway passes 
through some 900 parishes, and the complicated calculation has to be gone 
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through with each parish, at greater or less intervals, according to the ra- 
pacity of the Assessment Committees and overseers. 
‘“‘The injustice of this mode of assessing railways is obvious if the rate- 
pe value arrived at is compared with that of banks, public houses, or large 
shops. 
rThe effect of this system is that in 180 parishes where witness has 
taken out the Midland Company’s proportion of the rateable value in the 
parishes, and also the proportion of their acreage to the total acreage of the 
parish, the Midland Company pay from 16 to 88 per cent. of the aggregate 
rates, while their acreage would never exceed five per cent. and would not 
average two per cent. In 60 out of the 180 parishes the MidlAnd Com- 
pany’s proportion exceeds 50 per cent. of the whole rateable value. 
“The railway companies also suffer from the system upon which many 
unions act in assessing railways. That they should employ professional 
-valuers who make a special study of complicated valuations cannot reason- 
ably be objected to, but the payment of these gentlemen by results, that is 
to say, by a percentage of the increased rateable value which they can 
obtain, leads to the necessary consequence that their interest lies in high 
rather than just valuation. Some of these professional valuers are not 
slow to tender their services to a.union, and witness can produce, if desired, 
copies of letters written by some of these gentlemen to assessment commit- 
tees. The result of this is frequently that absurdly high valuations are 
made, and the railway companies are put to the alternative of submitting 
to injustice or incurring the very heavy cost of appeal. 
“A further grievance of railway companies is that they have no rep- 

resentation upon the bodies controlling the assessment of their property, 
although their proportion of taxation is so excessive. It is not too much to 
say that the assessment committees and overseers as a rule regard railway 
companies as their natural prey. A railway rating surveyor appearing be- 
fore an assessment committee is necessarily allowed to state his case, but he 
is almost invariably excluded from any opportunity of hearing the case of 
the overseers. 

‘“‘As showing the constantly increasing charge against railways, witness 
has taken out the percentage of rates and taxes paid by the Midland 
Company to their gross receipts, which in 1871 were £1, 14s. 2d. per 
£100, while in 1896 they had reached £3, 8s, 2d per £100. A portion of 
this is no doubt due to the increased poundage, but increased assessment 
would count for a large share.’’ 4 

The percentage on gross receipts of the rates paid by the Great Western 
Railway was 2.47 in 1882, 3.5 in 1895 and 8.49 in 1896. 

The London Hconomist criticises the English Parochial system in the 
following terms : ‘‘Under this system the net annual value of the portion 
in each parish is supposed to be found, but in reality it is not, since, as 
we have already shown, the total increase in rateable value between 1894 
and 1902 exceeded the additional net annual value by probably 156 per 
cent. at least. Any upholder of the Parochial system may be safely chal- 
lenged to show that the rateable value of any single parish in England or 
Wales is correct, unless by pure accident, and for the following reason. 
The deductions made from the net revenue, in order to ascertain the rate- 
able value, are calculated on no principle, and can only be described as guess 
work. For instance, the total value of the rolling stock is usually assumed 
to be equal to the gross receipts for one year. This is, of course, only 
guess work, and that it must be frequently bad guess work is suggested by 
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the fact that in the case of five large Irish railways where the actual value 
of the rolling stock was taken out and supplied to the Commissioner of 
Valuation by the companies the value varies from 108 to 147 per cent. of the 
gross receipts. That such a rule of thumb system of valuation could pre- 
vail in England in the twentieth century is almost beyond belief. 


‘Perhaps the paucity of its merits, and its general indefeacibility, are 
_best displayed by the fact that although repeated onslaughts have been from 
_ time to, time made upon it, yet the motto of those who ought naturally to be 
its foremost champions has hitherto been ‘‘Discretion is the better part of 
a for they have scarcely ever ventured to enter the lists in its de- 
ence.’’ 15 

The article favoured the Scottish or Cumulo system, with certain modi- 
fications in the method of allocation to taxing districts. 

In a later article the same paper drew attention to the enormous ex- 
pense which the English system entails upon the railways and the people 
in connection with the collection of local rates and strongly approved of 
the adoption of the Scottish and Irish system of having the valuation of the 
railways as a whole placed under a Government department. ‘‘It is well- 
known that the annual cost incurred by the Tigi and Welsh companies 
on their rating departments, appeals and litigation arising therefrom 
amounts, on the average, to a very large sum. One important case con- 
tested not long ago, cost the assessment committee and the railway company 
together over £30,000. Now the rating surveyor of one of the principal 
railways has recently estimated the average annual outgoing thus expended 
at a sum not exceeding £1,500 per annum for each railway. As there are 
106 different systems given in the Board of Trade Returns for 1902, exclud- 
ing those worked by other lines, this would mean £159,000 per annum. If, 
on account of the smallness of some of these systems, and in order that our 
estimate may be on the safe side, we deduct 50 per cent. from this sum, 
there will be left, say £80,000 as the probable annual outlay, under the 
Parochial system, due to the three heads of expenditure above mentioned. 

‘‘The cost of the Department of the Assessor of Railways and Canals 
(Scotland) is defrayed by the companies whose property is assessed in pro- 
portion to their valuation, and the late assessor stated, in his evidence be- 
fore the Royal Commission on Local Taxation, that the expense amounted 
to one-fifth of a penny for each £1 of gross estimated rental, or, say, one- 
sixth of a penny for each £1 of rateable value. 


‘‘The general Valuation Office, Ireland, presided over by the Com- 
missioner of Valuation, deals with the valuation of all classes of rateable 
property, its powers, unlike those of the Scottish Department, not being 
confined to railways and canals. The expense in this case is borne partly 
by the Treasury, and partly by the local authorities, by means of compul- 
sory presentments paid out of the local rates; but the total liability of the 
latter bodies takes the form of a fixed annual contribution of £8,000 per 
annum. Even assuming that the cost of a Government Department estab- 
lished for the purpose of assessing all the English and Welsh lines were to 
be 50 per cent. greater than is the case in Scotland, the total expense would 
only amount to about £18,000 per annum, the present total rateable value 
of those railways being taken to be about 174 millions. 


“During the last 12 years not a single Irish company has appeale? 
against the valuation of its system, although the assessment of every line 
revalued during that period has been, with one exception very largely in- 
creased. Further, the outlay incurred on rating appeals has been insigni- 
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ficant, since only two local authorities have applied to the Courts, and since 
none of these companies possess either a rating department or a rating sur- | 
veyor, none being required. 

“‘It seems reasonable to suppose that, if the same system were applied 
to England and Wales, similar results might be looked for, i. e., the num- 
ber of, and consequently the expense involved in, appeals would be 
diminished, and the companies would be forever rid of the necessity of main-. 
taining large staffs solely for the purpose of dealing with rating 
matters.’’ 126 


TAXATION OF RAILWAY AND OTHER TRANSPORTATION COMPANIES IN CANADA. 
ONTARIO. 


In Ontario there had been practically no change in the taxation of rail- 
ways, from the first period of railway construction in the early fifties, down 
to the introduction of the Provincial mileage tax in 1899. The railroads 
were taxed by the munigipalities alone, and only upon their real estate, 
which meant, in most municipalities, simply upon their lands as valued at 
the same rates as adjoining lands. Their personal property was not taxed. 
The stock of railways and other similar corporations was exempt from taxa- 
tion, though not the income therefrom. 


The law as it stood at the time of the last revision of the statutes in 
1897 was as follows :—‘‘Every railway company shall annually transmit, on 
or before the first day of February, to the clerk of every municipality in 
which any part of the roadway or other real property of the company is 
situated, a statement showing: 


“1. The quantity of land occupied by the roadway, and the actual 
value thereof, according to the average value of land in the locality, as rated 
on the assessment roll of the previous year; 


“2. The real property, (other than the roadway) in actual use and 
occupation by the company, and its value; 

“3. The vacant land not in actual use by the Company, and the value 
thereof, as if held for farming or gardening purposes; 


‘‘And the clerk of the municipality shall communicate such statement 
to the assessor, who shall deliver it, or transmit by post to, any station or 
office of the Company a notice addressed to the Company of the total amount 
at which he has assessed the real property of the Company in his munici- 
pality or ward.%27 


“The personal property of a Bank or of a company which invests 
the whole or the principal part of its means in gas works, water works, 
plank or gravel roads, railway and tram roads, harbours or other works re- 
quiring investment of the whole or principal part of its means in real es- 
tate, shall, as hitherto, be exempt from assessment; but the shareholders 
shall be assessed on the income derived from such companies.’’ 8 

Under the new assessment act of 1904 the power of the municipalities 


with reference to the assessment and taxation of railroads was somewhat en- 
larged and the law as it now stands is as follows : 


12% The Economist, 1904, p. 904. 
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RaiLways. 


““(1) Every steam railway company shall annually transmit on or before 
the first day of February to the clerk of every municipality in which any 
part of the roadway or other real property of the company is situated, a 
statement showing :— 

‘““(a) The quantity of land occupied by the roadway, and the actual 
value thereof (according to the average value of land in the local- 
ity) as rated on the assessment roll of the previous year; 

tb) a Pa he land not in actual use by the company and the value 
thereof ; 

‘““(c) The quantity of land occupied by the railway and being part of a 
highway, street, road or other public land (but not being a high- 
way, street or road which is merely crossed by the line of railway) 
and the assessable value as hereinafter mentioned of all the pro- 
perty belonging or used by the company upon, in, over, under, or 
affixed to the same; 

““(d) The real property, other than aforesaid, in actual use and occupa- 
tion by the company, and its assessable value as hereinafter men- 
tioned ; 

and the clerk of the municipality shall communicate such statement to the 
assessor. 


**(2) The assessor shall assess the land and property aforesaid as follows: 

““(a) The roadway or right of way at the actual value thereof accord- 
ing to the average value of land in the locality; but not including 
the structures, substructures and superstructures, rails, ties, poles 
and other property thereon; 

““(bh) The said vacant land, at its value as other vacant lands are as- 
sessed under this Act; 

*‘(c) The structures, substructures, superstructures, rails, ties, poles 
and other property belonging to or used by the company (not in- 
cluding rolling stock and not including tunnels or bridges in, over 
under or forming part of any highway) upon, in, over, under or 
affixed to any highway, street, or road (not being a highway, street 
or road merely crossed by the line of railway) at their actual cash 
value as the same would be appraised upon a sale to another com- 
pany possessing similar powers, rights and franchises, regard be- 
ing had to all circumstances adversely affecting the value includ- 
ing the non-user of any such property; and 

““(d) The real property not designated in clauses (a), (b) and (c) of this 
subsection in actual use and occupation by the company, at its 
actual cash value as the same would be appraised upon a sale to 

. another company possessing similar powers, rights and franchises. 
but the telephone and telegraph plant, poles and wires which are used ex- 

- clusively in running trains or for any other purposes of a steam railway and 

not for commercial purposes shall, as heretofore, be exempt from municipal 

assessment or taxation. 

*  **(3) The assessor shall deliver at, or transmit by post to, any station 

or office of the company a notice, addressed to the company, of the total 

amount at which he has assessed the said land and property of the com- 
pany in his municipality or ward showing the amount for each descrip- 
tion of property mentioned in the above statement of the company and such 
statement and notice respectively shall be held to be the assessment return 
and notice of assessment required by sections 18 and 46 respectively of this 


Act. 
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‘(4) A railway company assessed under this section shall be exempt 
from assessment in any other manner for municipal purposes except for 
local improvements. 

‘‘When an assessment has been made under the provisions of section 
44 the amount thereof in the roll as finally revised and corrected for that 
year shall be the amount for which the company shall be assessed for the 
next following four years in respect of the land and property included in 
such assessment; but at any time before the return of the assessment roll, 
in any year, the said amount may be reduced by deducting therefrom the 
‘value of any land or property included in such assessment which has 
ceased to belong to the company, and a further assessment may be made 
of any additional land or property of the company not included in such 
assessment.’’ 179 

This for the first time renders the rails, ties, and other superstructures 
of the railway subject to taxation, though only when situated on a public 
highway. But in the absence of a Provincial board of valuation and assess- 
ment, this portion of the act is likely to be unequally applied. 

Most of the transportation companies, coming under section 39 of chap. 
224 of the revised statutes of 1897, escaped taxation on their personal pro- 
perty, but otherwise, in the matter of taxation, were treated as private pro- 
perty. Under the Assessment Act of 1904, however, the taxation of sey- 
eral of these corporations, for municipal purposes, has been very much al- 
tered and in some cases materially increased. 

In the first place, the taxation of personal property has been abolished 
all round. But this will affect only those corporations which previously 
' paid taxes on_ personalty. When the income of a corporation is 
maue subject to taxation the dividend or income of private individuals from 
stock held in such corporations is exempt from taxation, in other words, 
the income is assessed to the corporation, not to the shareholders. This 
leaves all such corporations as electric street railways, telegraph, telephone, 
express, and other transportation and transmission companies subject to 
taxation for municipal purposes on their real estate only, except where ad- 
ditional taxes are specifically prescribed. Such additional taxes are pro- 
vided for under the name of ‘‘Business Asesessment.’’ This takes the form 
of a surtax based on the regular real estate assessment. 

'Express companies are subject to a business, or surtax of 75 per cent. 
on their real estate assessment. Telegraph and telephone companies and 
electric or street railway companies are subject to a surtax of 25 per cent. 
on the ordinary assessment ‘‘exclusive of the value of any machinery, plant 
a mae erected or placed upon, in, over, under or afiixed to such 
and.’’ 

Telegraph and telephone companies, in addition to the taxes already 
specified, are subject to another special tax for municipal purposes. , 

In cities, towns, or villages, telephone companies are to be assessed at 
60 per cent. of their gross earnings, and in cities of over 10,000 inhabitants, 
75 per cent. of their gross earnings. 

In townships, telephone companies shall be assessed at the rate of $135 
per mile for each single wire or circuit, and $7.50 for each additional wire 
or circuit, the length of wires in villages and for short branches not to be 
included. : 

Telegraph companies in cities, towns, or villages shall be assessed at 
50 per cent. of their gross receipts, and in townships the assessment shall be 
at the rate $40 per mile for a single wire, and $5 per mile for additional 
wires. 


® 4 Edward VII., chap. 23, secs. 44-45. 
12a R.T.C. 


1904 ON TAXATION OF RAILWAYS. ~ 179 


In virtue of this special taxation, telephone and telegraph companies 
are, in townships, to be exempt from all other forms of taxation, and in 
cities, towns and villages, to be exempt from assessment ‘‘in respect of all 
plant, appliances and machinery wherever situated, and in respect of all 
structures, poles, on, over, under or affixed to any highway, road, street, 
lane, or public place or water.”’ 


The telegraph and telephone companies are required to furnish to the 
rrovircial Secretary the necessary returns as to gross receipts and lengtl 
of wires, to serve as the basis of the special assessments provided for.'3° 


In 1899 the Province of Ontario made a new departure in providing 
for taxes on various corporations to supplement the Provincial revenue. 
Among such corporations were those connected with the leading forms of 
transportation and transmission. 


The railways were treated in the simplest possible manner, regardless 
alike of the relative values of their general property, of the capital em- 
ployed, or of the earning power of the roads. This, however, was of com- 
paratively small importance, since the tax levied was at the very modest 
rate of $5 per mile, switches, sidings and double tracks not being included. 
This tax did not apply to electric railways or tramways. 

In 1904 the tax was considerably increased, and some rough gradua- 
tion in rates introduced. As it now stands, ‘‘every railway company own- 
ing, operating or using a steam railway in this Province shall pay a tax of 
$30 per mile for one track and $10 per mile for each additional track, where 
the line consists of two or more tracks, operated or used in any county in 
this Province, and $20 per mile for one track and $5 per mile for each addi- 
tional track so operated or used in unorganized territory, being the districts 
without county organization; except that a railway company owning and 
operating a steam railway not exceeding 150 miles in length from terminus 
to terminus, and not being leased to or amalgamated with or forming part 
of the system of any other company, shall pay a tax of $15 per mile for one 
track and $5 per mile for each such additional track.’ "3 


The mileage for taxation purposes shall not include switches spurs or 
sidings. The Provincial tax on street railways is also levied on the mileage 
basis and is graduated according to the length of the whole system. Thus 
every street railway ‘‘shall pay a tax of $20 per mile for each mile of 
track in such city, when the whole line does not exceed 20 miles, $35 per 
per mile for each mile of track when the whole line exceeds 20 miles, but 
does not exceed 30 miles, $45 per mile for each mile of track when the whole 
line exceeds 30 miles, but does not exceed 50 miles, and $60 for each mile 
of track when the whole line exceeds 50 miles. In all cases the mileage 
shall be computed on the single track, each mile of double track being 
counted as two miles of single track. 13? 


Telegraph companies which own lines operated by others, or companies 
which operate:lines owned by others shall pay a tax of 1-10 of 1 per cent. 
on the paid up capital of such company. A similar tax may be levied 
upon the amount of capital invested in a telegraph line owned by a railway 
eompany so far as it is situated in Ontario, and so far as it is not used 
exclusively for the running of trains.*33 

‘‘Hvery telephone company working or operating a telephone line for 
gain in the Province shall pay a tax of one-eighth of one per cent. on the 
paid up capital of such company.’’ 34 


180 4 Edward VII., chap. 23, sec. 15. 131 4 Edward VII., chap. 5. : 
132.62 Vict. (2), chap. 8, sec. 2, para. 6. 4° Ibid. paras. 7 and 8. 134 Thid para. 9. 
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“Express companies operating over 400 miles of railway or a fraction 
thereof in the Province, shall pay a tax of $800 and shall pay an additional 
tax of $125 for every additional 400 miles, or fraction thereof.’’ "35 

Sleeping car companies whose cars are used within the Province ‘“‘shall 
pay the sum of one-third of one per cent. upon the capital of the company 
invested in such cars and rolling stock in use in Ontario during the preced- 
ing year.’’ 136 

Returns necessary to determine the taxes levied are required from the 
various companies subject to Provincial taxation. 

The revenue obtained by the Province from the above classes of trans- 
portation and transmission companies is as follows : 


Supplementary Revenue collected in 1904, on Railways, Electric Railways and 
Sleeping Car Companies. 


Railway. Mileage. Remarks, Total. 

IB aiyaOi QUINGG ARS Smart rien ska) Te one atcha 93.675 Under 150 miles.... $1,405 12 
‘Dhousanagslandss.! ews coh ia anew oee eee 6.33 to) 94 95 

kKaingston.and Pembroke ii. si. oct eo t+ Joneak 103.1 Under 150 miles and $7.50 for 
, telegraph.... 1,554 00 
Brockville, Westport and Sault ............... | 45. Under 150 miles 675 00 
Cemiral OMtario tes We ee ee arb iy, 134.60 do 2,019 00 
Canadian North ernics teas cise not eon Ret 353.50 Allin unorganized districts ... 7,070 00 
Grand Trunk (123.97 miles in unorganized dis- 2531.62 Single track 83.299 50 

do. tricts.) 487.15 Double tracks} sas y spss os p 
CamadapAavlantiein. a) nines secoen recess more 389.5 $9.68 for telegraph............. 10,424 §8 
Nosbonging and Nipissing | 5.5 Under 150mmiites ss 6a eee 82 50 
Canada Southern............. See Bie BSA IL ae ese Sn Pee Pea Sr Se LDL ME Uae 11,465 70 
Ottawa and New York ......... pias 55. Under 150 miles ie sae 825 00 
Niagara, St. Catharines and Toronto. Lo: QO Sy aiaay CLaNe ep eee 285 00 
. Tilsonburg, Lake Erie and Pacific 35. CON pias ike save Siete aa 525 00 
Lake Erie'and Detroit River .................- CN Ee ian GE PP Ra Moe eka S AMS pic! 6,702 30 
Toronto, Hamilton and Buffalo............... 83.67 Under 150\miles 2.2 eee 1,255 05 
Cana cian, PACiICH.. jubeaek atte cent ase 2404.1 $238.72 for telegraph .. ....... 60,35 72 
DOLE Se geiciers een ote Seige hom eee {istaleve oleh evoiatilatain ens cree eyorateraie ell ist orete eimai eo Ra teteye cae ake Moe eran $187,918 72 
ISS Su 
Electric and Street Railways. 
Port Dalhousie, St. Catharines and Thorold .. iLO! aT EINE EMBL UAleess siete tere ataal nv eC Re Re EEC 54 00 
Sandwich, Windsor and Amherstburg ........ D Ole Tbe ge lie ecto mcte hue i oreeoete tel ee a eae 110 00 
Hamiltonrand Dundas’ ye. eis Se yoo cs S600! Tee tio Wl awe incre eielnee ete Ree eee ere eel 13 63 
LondoniStreetiRailwayesrsi.. ls. ao ee eee ei OUR. oe RU Sh a oo Sie hy ae ee SY aie ea 358 20 
Hamilton, Grimsby and Beamsyllle .... LOS SEN? Phas ab cete coi lee eae ee Re ee mere 30 00 
Hamilton Street Railway ..................... 19 miles* G4 feet vc get coweecleike te eee ee eae 380 24 
Kingston, Portsmouth and Cataraqui......... Grmilesi44 Feetwl ME eik ane ee Mapa des 120 54 
PEOLONTOVAT GMM MICO ae Ae hacia aa ee oe eee oe 1 OSA Sten y aliens crafers,crelsoh tis oir oe nae cea en 32 88 
ERONOTMUOMRVAULW AY ee ale Os ee canted, Cl pena a Roh SACLE a lit | A-arteab ee aR RY Vue, War Ro 5,099 14 
TPOPONLCOANG SCATDOLO sey sone de vedios see ce lee OSS4 sea Ge MAT etre.) Sie Want, ene a te een ee 76 
PB LATUELOTC orate esas circ ara ete eck Se T Lax paid in L90D ee. tke eke el eee 
CODE ARRISA Leis bal einen 08 ee TE i aed 0 oe a 2LOOL AL NPN gal tetst stelere catetenia tave ate Se Rae 804 68 
HS Genoa bi Hoy GU 2K0 UE) Wat alle MARIN RD Tre Be Th ee Pe 2M ES 2240 FECHA Rae |e elsraios Cetecre Corse tare ae he Cee 48 48 
Guelphy Radial: hh aay ki Seyi eae le Soi Dep Ape L TH Seaeliorois ainda ae tere emma 110 00 
MEO OM OAIN Ute Lee nek ohte Neuiaae Meet OOOH eet are lass Sa ances ORL ne 5 68 
Woodstock, Thames Valley and Ingersoll..... 1,688 Tax paid m1 905 tans eee cee ae eee 
$7,168 23 
aS 
Sleeping Car. 

Hui mam Palace Cae CO aes Npzale malic sds aereeell cetera ce eRe AR Cree ote cee eis eee a ee ee ee $1,185 94 


N.B.—The Steam Railways were only taxed in previous years on a flat rate of $5.00 per mile. 


QUEBEC. 


In the Province of Quebec the railways and other transportation com- 
panies are subject to municipal taxation on practically the same lines as pre 


vailed in Ontario previous to the assessment act of 1904. 


Under 


conditions, however, railway companies are exempt from taxation. 


the list of exemptions we find: ‘‘all property belonging to railway com- 


185 Tbid. para. 12. 
136 Tbid. para. 13. 


certain 


Under 
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panies, receiving .grants from the Provincial Government, for the whole 
time during which such grant is accorded.’’ 37 

The general clause of the assessment act covering railways is as follows: 
‘Railway Companies, other than those mentioned in the fifth paragraph of 
the preceding article, which possess real estate in the municipality, shall 
transmit to the office of the council, in the month of May in each year, a 
return showing the actual value of their real estate in the municipality other 
than the road, and also the actual value of the land occupied by the road 
estimated according to the average value of land in the locality. 

‘“The valuators, in making the valuation of the taxable property in the 
municipality shall value the real estate of such company, according to the 
value specified in the return given by the company. If such return has not 
been transmitted in the time prescribed, the valuation of all the immovable 
property belonging to the company is made in the same manner as that of 
any other rate payer.’’ 73° 

For the purpose of supplementing the provincial revenue, the Province 
of Quebec has for years past levied special taxes upon corporations of var- 
ious kinds. Under the laws given in the revised statutes of 1888 the basis 
and rates of such taxation, so far as they affect transportation companies, are 
as follows : 

“Incorporated Navigation Companies. (a) One-tenth of one per cent. 
upon the amount of the paid up capital up to $500,000, inclusively, and $50 
for every $100,000 or fraction of $100,000 above $500,000. (b) An addi- 
tional tax of $50 for the most important office or place of business in each 
of the cities of Montreal and Quebec, and of $20 for the most important 
office or place of business in any other place.’’ '° 

“Telegraph companies. (a) Every telegraph company and.every other 
company working a telegraph line for the use of the public, one-tenth of 
one per cent. upon the amount of the paid-up capital up to $50,000, inclu- 
Sra D) $2,000 for every company the paid up capital whereof exceeds 

140 

‘Telephone Companies. One-tenth of one per cent. upon the amount 
of the paid up capital if $50,000 or less, and $1,500 if the paid up capital 
exceeds $50,000.’’ "4 

“City Passenger, Railway or Tramway Companies. $50 for each 
mile of single track of railway or tramway in operation, and $100 for each 
mile of double track in operation.*4? 

“Railway Companies. (a) The railway companies mentioned in the 
schedule of this section, and every railway company having received or re- 
ceiving subsidies from the Government of this Province, $10 for each mile 
of railway in operation. (b) All other railway companies $5 for each mile 
of railway in operation. 

There having been no change in the law since the revision of 1888, 
these provisions are still in force. 

The provincial revenue derived from these sources in the year 1902-03 
was as follows :— 


IO ROTUL OOM DAMlOn ae nate. te Mein lsac tee, napih cece ey Nta ay 2 ncaa? jad) o¥E) waka cke ieectas $2,403 05 
otoovat MEO OMADATIGS cast as cco holes Sayiaws: | cctlegeckse ss joes eWecmiel La iensoctead Weattes dompeae 73 00 
Melepnone ‘Companies .2c.0.icn, oe renesind. fas tee epeoes Be cht Sled 2c tathe ae Ra a eee ae 1,834 73 
PE rAmiw av COMpPAnesg celtic cesatad © wets d peat Baek voll haa sasniak'non Taleury tathid bya 6,612 G0 


Tree Goysrich Velbsce Vpoted alent) BAC Petes eis eon an I RPE ee NRE: eo Bee ay wn aA ae 28,089 05 


187 R.8.Q., art. 4500, subsec. 5. = R.S.Q., arts. 4501-4502. 
139 R.S.Q., art. 1145, V. “9 Ibid. VI. 
Mt Tpid. WII. “Ibid. VIII. ™“* Ibid. IX. 
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The chief additional returns are derived from banks, insurance com- 
panies and general corporations, the total, including the above, amount- 
ing to $226,338.23. (Statement of Public Accounts, Province of Quebec, 
for year ending 30th June, 1903, p. 58.) 


NOVA SCOTIA. 


In Nova Scotia the real and personal property of corporations is taxed 
for municipal purposes only, and upon the same basis as any other property. 
Under the head of exemptions, however, special provision is made for the 
exemption of certain railroads in the following terms : ‘‘The road, rolling 
stock, bed, track, wharves, station houses, buildings and plant used exclu- 
sively for the purposes of any railway, either in course of construction or in 
operation, exempted under the authority of any act passed by the Legisla- 
ture of Nova Scotia.’? In practice, these conditions of exemption appear 
to apply to practically all the railways in Nova Scotia. 

No provision is made for the provincial taxation of railways or other 
transportation companies. 


NEW BRUNSWICK. 


In New Brunswick, as far as municipal taxation is concerned, the as- 
sessment act makes no special mention of railways or other transportation 
companies. However, the real estate and paid up capital of joint stock 
companies in general may be taxed for local purposes. Only the real es- 
tate of railways appears to be taxed by the municipalities through which 
they run, their rolling stock and personal property being exempt. 

The Provincial Government levies a tax upon certain corporations, al- 
though it does not as yet include railways in the list. Among the cor- 
porations affected by this tax are the following : 

Express Companies. ‘‘Upon all companies doing an express business 
and operating over a railway mileage of 500 miles and upwards within the 
Province, $250 each; and all similar companies operating over a railway 
mileage of 250 miles, and not exceeding 500 miles within the Province, 
$125; and all similar companies operating over a railway mileage of not less 
than 100 miles and not exceeding 250 miles, $50. ™ 

Telephone Companies. ‘‘Upon all telephone or other companies work- 
ing telephone lines for the use of the public within the Province, an amount 
equivalent to 25 cents upon each telephone under rental from each of the 
said companies respectively.’’ 145 

Street Railway Companies. ‘‘Upon all city, passenger or street rail- 
way companies operating their lines within the Province, not less than 
#50 for each mile, nor more than $100 for each mile operated by any such 
company, in the discretion of the Governor-in-Council.’’ *4° 

Telegraph Companies. ‘‘Upon every telegraph or other company 
working a telegraph line for the use of the publia within the Province, 
#500; but in the case of any such company leasing or working a less num- 
e100 2 miles of wire than 100 miles within the Province, the tax shall be 

147 

In an act of 1901 respecting the development of coal areas in the 
counties of Queens and Sunbury, the Province offers to guarantee the prin- 
cipal and interest to the extent of $250,000 of first mortgage bonds for the 
construction of a railway to develop the coal areas in these counties. Among 


144 O.8.N.B., 1903, chap. 18, sec. I, subsec. 5. 14 Tbid. subsec. 6. 
48 [bid. subsec. 7. 147 Thid. subsec. 9. 
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other provisions as to sinking funds, etc., it is provided that, ‘‘the Lieuten- 
ant-Governor in Council is hereby authorized, after the completion of the 
said railway, and the development of such coal areas, to impose a tax upon 
the said company, and upon all other railway companies within the Pro- 
vince, to an amount to be fixed by the Lieutenant-Governor-in-Council, but 
not exceeding three per cent. of the gross earnings made within the Pro- 
vince each year, and -not exceeding in any year an amount which would 
in the opinion of the Lieutenant-Governor-in-Council, be equivalent to 
fifteen cents per ton upon all coal used by such railway company within the 
Province in the year immediately preceding the imposing of such tax; pro- 
vided, however, that the Lieutenant-Governor-in-Council may allow an 
abatement of such tax to the amount of the royalty imposed by the Province 
on all coal used by such railway company, or in connection with industries, 
hereafter established along the line thereof. 

‘Should the Lieutenant-Governor-in-Council decide to impose such tax, 
he is hereby empowered to make and prescribe all necessary provision for the | 
collection thereof, which shall have the same force and effect as if herein 
enacted.’’ ™8 

The provisions of this Act have not yet been brought into force. 

In 1903 the Province received the following revenue under the Cor- 
poration Tax, from transportation and transmission companies :— 


Fabpcg Ov PS UNS) Tay ghoh OSTA a RL ee eae Ue REE CaS IW greta MACHT Sk ame a eG) $ 500 %0 
MeleoranhwGompaniese(a img: einen ici cake A aah ee ial aie seen Daweh mtg 1,200 91) 
LEGHICTSVN Se Nap Brey a 0% tas) o40 (59) 1p oy Ml a i OT TOC Ne aro cane eM Mv te 488 88 
Street Railway Companies (2) ......... 0 ......0.. 500 09 


The total revenue derived from corporations, being chiefly from fire 
and life insurance companies and banks, amounted to $29,340. 


MANITOBA. 


In Manitoba, up to 1900, the property of railways and other transpor- 
tation companies, except where specially exempt, was subject to taxation 
in the municipalities on the same basis as any other form of property. In 
1900, however, two acts were passed, the Railway Taxation Act, 9 
and the Corporations Taxation Act, '8° which between them took from the 
municipalities all right of taxing railways, street railways, telegraph, tele- 
phone and express companies, as well as many other corporations. 

The obvious intention of these measures was to augment the revenue 
_ of the Provincial Government without a resort to direct taxation on the 
general property of the Province. 

The Railway Taxation Act applies to steam railways only, the other trans- - 
portation companies coming under the general act for the taxation of cor- 
porations. Railways are to be taxed on their gross earnings at au ra‘te not 
to exceed three per cent. and this tax shall be in lieu of all other taxes on 
railways, except on land subsidies or land held for sale. Railway com. 
penies, however, may be liable for local improvement taxes in towns and 
cities. 

The chief features of the law governing the taxation of railways, as it 
stands at present, are as follows : 

“In order to supplement the revenues of the crown in the Province of 
Manitoba, every railway company at present owning or operating, or which 


148 C S.N.B., 1903, chap. 82, sec. 15. 
149 63-64 Vict., chap. 57. 150 63-64 Vict., chap. 55. 
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may hereafter own or operate, any line or lines of railway within said Pro- 
vince shall annually pay to the Crown in this Province such part of the 
gross earnings of such railway companies in the Province of Manitcba as 
may be determined by the Lieutenant-Governor-in-Council, not to exceed, 
however, three per cent. of the gross earnings of such companies. 


‘*At or before the time of payment of said tax, each railway company 
shall deliver to the said treasurer a statement showing fully and completely 
the gross earnings of the line or lines or part or parts of line or lines of rail- 
way in the Province owned or operated during the year, upon which the 
said tax is paid. 


‘‘For the purpose of ascertaining the truth of any statement or state- 
ments made under by virtue of the provisions of this Act, full power and au- 
thority is hereby vested in the Provincial Treasurer, with the approba+ion 
of the Lieutenant-Governor-in-Council, to examine under oath the officers 
and employees of the company making such statement or statements, and 
in such action the Treasurer shall have the same power to require the pro- 
duction of documents and enforce the attendance of witnesses, and to com- 
pel them to give evidence as is vested in any court of law in civil cases. 


‘The taxes imposed by this Act shall form part of the consolidated rev- 
enue of this Province and any and all expenses incurred in carrying cut 
this Act may from time to time be paid out of such revenue on the re -om- 
mendation of the Provincial Treasurer. 


_ “Nothing contained in this Act shall take away or lessen any exci p- 
+ tton from taxation heretofore granted any railway companies by or under 
any act of the Legislature of Manitoba. 


“Every railway company coming within and paying taxes under the 
provisions of this Act or any act or acts amending this Act, and the pro- 
perty of every nature and kind of every such railway company, except the 
land subsidy to which such company is or may be entitled from the Domin- 
ion Government, and any land held by it for sale, shall during the con- 
tinuance of this Act or any act or acts amending this Act, be free and ex- 
empt from all assessments and taxation of every nature and kind within the 
Province of Manitoba by whomsoever made or imposed except 
such as are made and imposed under the provisions of this Act 
or any act or acts amending this Act, and no person or body cor- 
porate or politic having power to make assessments or impose taxation of any 
kind shall during the continuance of this Act, or any act or acts amending 
this Act, make any assessments or impose any taxation of any kind, of or 


upon any such railway company or any property of such railway company’ 


or any property of such railway company except the land subsidy to which 
such company is or may be entitled from the Dominion Government and any 
land held by it for sale as aforesaid.’’ 


This, it will be recognized, is a very simple form of railway taxation, 
since it requires no specific returns as to the traffic or earnings of the com- 
panies. It lays down no principle upon which the proportion of the gross 
revenue of a railroad is to be apportioned to the Province as a basis for as- 
sessment. The only return required is as follows: ‘‘That the gross earn- 
ings of a railway owned or operated by the said company in the Province 
of Manitoba for the year ending the 3lst day of December was the 
sum of $ (State full particulars, giving in the case of each line and 
branch line of railway owned or operated, the gross earnings thereof separ- 
ately).’’ 7 

tk railroad company has thus a very wide margin upon which to come 
and go in assessing its revenue attributable to the Province of Manitoba. 
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It is provided, however, that ‘‘if the Treasurer is not satisfied as to the 
correctness of the statement made and returned by a railroad company, under 
the provisions of this Act, and he is confirmed in this view after due inquiry 
and investigation, and is of the opinion that the gross earnings returned in 
such statement should be increased, he may appoint, with the approval of 
the Lieutenant-Governor-in-Council, one or more competent persons posses- 
sing, in his opinion, adequate qualifications to determine and report the true 
gross earnings upon which, in his or their opinion the taxes imposed in this 
Act should’ be paid and the report or determination of the 
person or persons so appointed in the premises shall be final as to the par- 
ticulars mentioned in such report, and not subject to variation or be ques- 
tioned in any manner whatsoever.”’ ° 


No doubt in time a more definite system will be adopted. But, as may 
be observed from the returns given below, the revenue derived as yet from 
the taxation of railways in Manitoba is so slight, that any considerable ex- 
pense connected with the collection of it would seriously impair the income 
from that source. | Under the general act for the taxation of corporations, 
is found the basis for the taxation of all other transportation companies. 
Their treatment is as follows : 


Street Railways. ‘‘Every street railway company in the Province of 
Manitoba and every company working or operating a railway or part thereof 
entirely or partly by electricity in any city in the said Province for carrying 
passengers shall pay a tax of $200 for three years commencing from and in- 
clusive of the year 1900 and the sum of $500 in each any every year there- 
after, where the whole line of track is 20 miles or less, and $10 for each 
mile of track in excess of said 20 miles. In all cases the mileage shall be 
computed on the single track, each mile of double track being counted as 
two miles of single track. Switches or siding, tracks into car sheds, Y’s 
and portions of track not in general use shall be excluded from the compu- 
tation of mileage.’’ 

Telegraph Companies. ‘‘Every telegraph company which owns a line 
or part of a line of telegraph, or every company owning a telegraph line, 
where the same or part thereof is operated or worked by others or by any 
company other than the owners within the Province of Manitoba, and every 
company which operates or works in the Province aforesaid a telegraph line 
part of a telegraph line or one or more lines or parts thereof under lease of 
agreement with the owners of such line or lines or parts thereof,? shall pay 
a tax of $1 for each and every line operated and worked. 


~ Every railway or other company other than a telegraph company, 
which owns or operates a line or lines or part of a line or lines of telegraph 
operated in the Province of Manitoba, shall pay a tax of $1,000.’ This 
may be remitted upon proof that such telegraph lines are used only for the 
purposes of running trains, and not for commercial purposes. , 


Telephone Companies. ‘‘Telephone companies working or operating 
telephone lines or systems in the Province for gain shall severally pay the 
following tax :—TIn cities having a population of 10,000 or over, an amount 
equivalent to 50 cents upon each revenue producing exchange circuit under 
rent from each of the said companies respectively; in cities having a popula- 
tion under 10,000 and in incorporated towns and villages, an amount equiva- 
lent to 25 cents upon each revenue producing exchange circuit under rent 
from each of the said companies respectively.”’ 

Express Companies. ‘‘Express companies operating and carrying on 
business in the Province of Manitoba, shall pay the following tax : Com- 
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panies having fifty branches or offices or over, $350; companies having offices 
or branches under fifty in number, $250.”’ 

The taxes here specified to be paid to the Province are in lieu of all other 
taxes provincial or municipal. The same applies to all other corporations 
taxed under this act. ; 

The following is a statement of the taxes paid to the Provincial Goy- 
ernment for the year 1903, by railways, and other transportation and trans- 
mission companies : 


Railway Tax: 


Gatradian' Pacific\'Railway Company)... s.-08e.. oot aaa neetele eevee oat eae $54,903 86 
Canadian Pacific Railway Company on Man. S. W. Col. Ry. ...... ...... 10,096 66 
Express Companies: 
Dominion "Express Compan yi) vvcevecn) veda dere cnel ie aarraten ciate mec ae ere 350 00 
Telegraph Companies: 
ChuiPsoRe Company's Telegraph ~.3,.66):01.5 Sih a0" epee mere eee 6a ae ee 1,000 00 
NGA NCC AV: “Telegraph; Company u!ii 2. feces sscerce Sika Ana an eee es nn ca 72 09 
Telephone WOompanies i deicce cet ese ceme ee Meee ers h e e eeeed cae 2 ee ne 1,255 75 
Street Railways: 


NVannipem “hls She Rey. Cons si. Sie abr peta Re Vise amen ec Ue ene ae a a 500 00 


BRITISH COLUMBIA. 


British Columbia is the only Province which raises a provincial revenue 
by taxes upon real and personal property and income. ‘The income tax is 
employed for provincial purposes only. 


There is a special act covering the assessment of railroad companies, 
though the rate to be levied and the general condition of the Assessment 
Act “‘apply to the assessment, levy, and collection of the taxes hereby im- 
posed.’’ The special feature of the assessment of railways in British Colum- 
bia is the taking of the real estate, the personal property and the income of 
each railway as a whole, and assessing it at a uniform rate of $10,000 per 
mile for main track, while the sidings and switches, etc., are assessed at 
$3,000 per mile. This assessment does not apply, however, to the railroad 
property lying within a few municipalites incorporated before 1895. These 
are allowed to retain the privilege of assessing the railways within them on 
their real estate. On the railways as assessed in accordance with the spe- 
cial act applied to them, there is levied the regular rate of one per cent. as 
provided for in the General Assessment Act. 

The chief features of the special act dealing with the assessment of 
railway companies,'s' are ag follows: 


“2. No municipality incorporated after the twenty-first day of February 
1895, and no municipality to be hereafter incorporated, shall assess any rail- 
way company for taxation on its railway; but every railway, notwithstand- 
ing that the same runs through or within the limits of a municipality incor- 
porated subsequent to the said date, or hereafter to be incorporated as afore- — 
said, or through or within the extended limits of any municipality under any 
extension of limits made subsequent to the said date, or hereafter to be made, 
shall be subject to assessment and taxation under this Act, or rather the 
law in force for the time being relating to the provincial taxation of rail- 
wavs and the expression ‘‘railway’’ in this section shall include all the pro- 
perty mentioned in section five of this Act. . 


1 8rd and 4th Edward VII., chap. 52. 
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“3. Every railway company shall annually transmit, on or before the 
first day of October in every year, to the Surveyor of Taxes and Inspector of 
- Revenue for the Province, a statement showing : 


*“(1) Under what acts of the Province the company claims exemption 
from taxation upon its real and personal property and income, the 
date of the completion of the railway, the dates of selection of the 
lands granted under such acts, the dates of such grants and the 
acreage included therein ; 


““(2) The number of miles of track, including sidings, of the railway 
company situated within the Province, and specifying the portions 
of such track and sidings respectively situated within and without 
the limits of any municipal corporation and name of municipality; 


““(3) Any other real property of the company liable to taxation (specify- 
ing in detail the portions thereof which are respectively situated 
within and without the limits of any municipal corporation, and not 
occupied by the company for its right of way, or for station or en- 
gine houses, or freight sheds, or other buildings connected with 
the actual operation of the railway; 


‘*(4) All lands sold, pre-empted, or leased within the limits of such grants 
as are held under any land grant or subsidy act of this Province, 
giving in tabulated form the number of acres sold or agreed to be 
sold or leased, name of person to whom sold or agreed to be sold, or 
leased, date of deed, agreement or lease, consideration mentioned 
therein, and assessment district in which located. 


‘6. The land occupied and claimed ag the right of way for a railway 
by any railway company, and situate without the limits of municipal cor- 
porations incorporated before the twenty-first day of February, 1895, and 
other lands occupied by the company for station or engine houses, or freight 
sheds, or other buildings connected with the actual operation of the railway 
and situate without the limits of municipal corporations incorporated before 
the twenty-first day of February, 1895, together with the personal property 
and income of the company, including the rolling stock, shall be assessed 
and taxed as a whole as real estate, and at the sum of ten thousand dollars 
per mile of track. The measurement of track shall not include switches, 
spurs or sidings, but all switches, spurs and sidings of any railway com- 
panv situate without the limits of any municipality incorporated before the 
twenty-first day of February, 1895, shall be assessed and taxed as real estate, 
and at the sum of three thousand dollars per mile. 

“6. The lands mentioned in subsection (3) of section 3 hereof, situate 
without the limits of any municipal corporation, shall be assessed and taxed 
as real estate or wild lands, in accordance with the provisions of the ‘‘Assess- 

ment Act.’ 
; This Act does not apply to electric railways operating within municipali- 
_ties, or to steam.railways used exclusively for the carriage of logs, ores or 
coal. 

In order to complete the system of railway taxation, and in order to dis- 
cover how other transportation and transmission companies are assessed and 
taxed, we must turn to the general features of the assessment act. 15? 

For the.purpose of provincial assessment and taxation the Province is 
divided into assessment districts and all parties are assessed and taxed within 
these districts, except where exempt, upon their real and personal property 


123 and 4 Edward VII., chap. 63. 
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and income. Real property in the form of homesteads and all personal pro- 
perty is exempt to the extent of five hundred dollars, and incomes to the ex- 
tent of one thousand dollars. Where there are regular municipal corpora- 
tions within the Province, the lands within them, being subject to municipal 
taxation, are exempt from provincial taxes. The rates of taxation on real 
and personal property and income are as follows : ‘‘One per cent. on the 
assessed value of real estate other than wild land. Five per cent. on the as- 
sessed value of wild land.’’ These rates apply to the railroad assessments 
as provided under the railroad assessment act. ‘‘One per cent. is the tax 
levied on assessed value of all personal property.’’ There is a graduated 
income tax ranging from two and a half to three and a half per cent. 


Certain specified corporations are taxed under a special section of the 
Act dealing with the ‘‘Taxation of Corporations.’’ The general provisions 
for the taxation of corporations are as follows : 


“6. (1) The following specified corporations, companies and associations, 
hereinafter in this Act and in the schedule of forms thereto, called ‘‘Cor- 
porations,’’ transacting business within this Province, shall be assessed and 
taxed at the rates and according to the principles set forth in the following 
subsections : 


‘“(5) Every telegraph, telephone and express company; every electric 
lighting company, electric power company and street railway com- 
pany shall be assessed and taxed upon its gross revenue, from all 
sources derived, arising or accrued from business transacted in this 
Province, and in accordance with the returns to be made to the 
assessor of the Victoria assessment district.’’ The tax on the gross 
revenue is fixed at one per cent. 


In addition to this tax, however, the corporations are subject to taxation 
upon their real estate in the various districts, as the following section will 
show : 


““(11) The corporations mentioned in subsection (5) shall not be liable 
for the tax upon income and personal property, as enacted in sec- 
tion 5 of this Act, in addition to the tax imposed upon their gross 
revenue, but said corporations shall be liable to assessment and 
taxation upon real property in the assessment districts in which the 
same is situate.’’ 


If subject to taxation on their real estate within municipalities, ‘‘real 
property belonging to any corporation lying within any municipality shall 
not be assessed or taxed under this section.’’ 

Certain corporations, however, receive special favours. ‘Where any 
corporation assessed and taxed under the heading ‘Taxation of Corporations’ 
shall have its business and property wholly within and confined to this Pro- 
vince, and where it has derived its power by statute from this Province, * 
whereby the prices to be charged by it for public services have been limited 
by any statue of the Province or any municipal by-law, such company shall 
be exempt to the extent of one-half of the rate of tax imposed on its gross 
revenue, but only in the event of its operating expenses exceeding fifty per 
cent. of its gross revenue in any one year.’’ 


As we have seen, in the special act for the taxation of railways the 
municipalities, other than those incorporated before 1895, are not permitted 
to tax the railways, whose general property under the name of real estate is 
taxed directly by the Province and not through the machinery of the dis- 
tricts, as in the case of all other corporations. 
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According to the principle of taxation applied to the several corpora- 
tions, the necessary returns are required to be furnished to enable the asses- 
sors to levy the prescribed taxes. 

The sources and proportions of the revenue obtained by British Colum- 
bia from direct taxation will be indicated in the following returns for the 
year ending June 30th, 1903: 


LRN ORT OD cP aan CRO Ag te ii, oe Ge oa Aa Re ana RY I a a Da $142,737 
FLORID EODeKUN AUGER (0 su..5) Btia nee aes cack dal kapeedeti ad Ps Ue set dh Chee Seth gana 205,492 
Personal property tax ........ 2» SOE ROR Bano ARE ana AR He ELON UID Sen Rien ROE ERE HELIN 93,792 
Van Cuan G EL Xakee Ltn Dae OR nine meee Urey hi oma ne na otic Kian c mn LE tA Beta | Esa Rian SI laeiee 71,3849 


MOM ME EIN Sahin Cauee cece Mecha e Ned Mec ue Sec Mtiae eldest Sudan ses SMa Re eileae 1 t Giied beets 28,875 


To the real property tax the railroads contributed as follows: 
CanacanwmeacicwlallrOaddenc Raum mote ne hsesieke coe | okt le ch uceae akin. date ants $12,402 
Meamimaltic Nanaimo kailway Company ii.) ..c).ssehidocdeaw-cced  svntedesagslon sal, vos 1,850 

The other taxes are all derived through the assessment and _ taxing 
machinery of the districts. 

The following statement of the taxes levied upon the different railroads 
of British Columbia for the current year is furnished by Mr. John B. Mc- 
Killigan, Provincial Surveyor of Taxes and Inspector of Revenue. 

“Statement showing the Assessed Taxes payable by Railway Companies 
to the Province of British Columbia for the year 1905, upon mileage basis 
under the Railway Assessment Act.’’ 


Se i ei ia 


Name of Company. Miles. sae | aire s 
| | 

$ $. ¢. 
Canadian Pacific Railway, main line............. ee OA fas 6,473, 700 64,737 00 
do SIMI OS arse yee ey aceite scala 71.34 215,520 2,155 20 
Esquimalt and Nanaimo Railway, main.............. 63.08 630,800 6,308 00 
do BECEN PS rainy easy cons 4,92 14,760 147 60 
Victoria and Sydney Railway, main.... ............. 15.05 150,500 1,505 00 
do (0000742) Se Ae Ae eacanierig 6 0.38 1,140 11 40 
White Pass and Yukon Railway, main.............. 82.22 322,200 3,222 00 
do SICIN OSM eee ee | 4.49 13,470 134 00 
RedeMountain Jnailway, maain 250i. bile os tee leew pre 9.59 95,900 959 70 
do ICs Fhaceesteneaaaa beso ema ore alse ao 3.89 11.670 | 116 70 
Nelson and Fort Sheppard Railway, main........... 55.42 554, 200 5,542 00 
do Sidings. sb Penis 9,540 95 40 
Bedlington and Nelson Railway, main .............. 15.30 153,000 1,530 00 
do BLOG RMN ha chateaus 1.28 3,840 38 40 
Kaslo and ae Rathwayaeue ales seers et deceeris e- 29.44 . 294,400 | 2,944 00 
SIdINGS %. 2. Fete. eens 1.54 4,620 46 20 
Crows Nest Soethees EVauil wa vag 0 Dept aerial Veoh of 43.38 433,800 4,338 00 
do RIALS cee ees tls shes 6.64 19,920 199 20 
Vancouver, Victoria and Eastern Ratiiray’ SWOT AR Ren 17.49 174,900 1,749 00 
do do sidings... 2.90 8,700 87 00 
Vancouver West and Yukon, main .................-. 1.04 10,400 104 00 
do sidings ......-4.-...... | .04 120 1 20 
Morrisey, Fernie and Michel, main ................. 5.06 60,600 506 00 
Grand Forks pee Kettle River Walley; Mati’. eis uhls2. 3.51 35,100 351 00 
do SIGING Sy een ue 75 22500 22 50 
Lenora and Mout SICKErM Males weer cme ears 2.00 20,000 200 00 
9,705,050 | 97,050 50 
Less discount at 10 % ‘if paid by 30th June.....|........]....--2 eee ees 9,705 05 
INISUN AIDES gE RSS aE PAP rar FL Nt ct) a Wb. Ricca CaaS 87,345 45 


“The Statement given does not include the total mileage within the 
Province, as some railways are exempt from taxation for a period of years 
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in terms of Statute. Some portion of the mileage is wholly within munici- 
palities created prior to 21st February, 1895, and this mileage is not assess- 
able by the Province. 
‘Railway Companies, in addition to this mileage tax, pay the taxes on 
es their subsidy lands, and upon any other lands not included in the mileage 
asis.”’ 


NORTHWEST TERRITORIES: 


In the Northwest Territories there is no system of railway taxation for 
the support of the central government, but only for municipal and school 
purposes. Under a late decision of the court, however, any such taxation 
of the property of the Canadian Pacific Railway is held to be illegal, and a 
similar exemption will probably be claimed by other lines and branches of 
the C.P.R., should the decision be upheld on appeal to the Privy Council. 

_ The whole question turns upon the following clause in the Dominion 
Act of 1881, authorising the granting of the charter to the Canadian Pacific 
Railway Company, and specifying and confirming the contract between the 
Government and the Company : 

‘The Canadian Pacific Railway, and all stations and station grounds, 
workshops, buildings, yards and other property, rolling stock and appurten- 
ances required and used for the construction and working thereof, and the 
capital stock of the company, shall be forever free from taxation by the 
Dominion or by any Province hereafter to be established, or by any muni- 
cipal corporation therein; and the lands of the company, in the Northwest 
' Territories, until they are either sold or occupied, shall also be free from 
such taxation for twenty years after the grant thereof from the 
Crown.’’ 353 

Nevertheless, after the establishment of the territorial government, the | 
development of the local needs of the country, and the building of new 
lines of railway, several of them more or less intimately connected with the 
C.P.R., it was determined to assess them for the support of municipal insti- 
tutions and schools. The special ordinance at present in force, providing 
for the assessment of railways, enacts as follows: ‘‘Every railway company 
whose railway is not exempt from taxation shall annually transmit on or be- 
fore the first day of February to the Secretary-Treasurer of every munici- 
pality and to the Secretary or other officer of every public school district 
through which the company’s railway may run a statement to be signed by | 
some authorised official of the company, showing (1) the quantity of land 
other than the roadway owned or occupied by the company which is lable to 
assessment; (2) the quantity of land occupied by the roadway. 

‘‘Whether such statement is placed in the hands of the assessor of any 
such municipality or school district or not, the assessor of every municipal- 
ity or school district as the case may be shall assess the lands 
of such railway company and the roadway thereof and the superstructure of 
such roadway and give such notice as is required by section 2 thereof. 

““Provided that the roadway and superstructure thereon shall not be 
assessed at a greater value than one thousand dollars per mile. 

*‘Such taxes shall be payable to the municipality or school district, as 
the case may be, making such assessment and shall be collectable in the same 
manner as other taxes.’’ *54 ; 

However, as we have seen, this ordinance is at present practically a dead 
letter, as far at least as the Canadian Pacific Railway is concerned. 


15344 Vict., Chap. I, sec.16. 164 Consolidated Ordinances, 1898, ¢. 71. 
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According to Mr. J. A. Reid, Clerk of the Council of the Northwest 
Territory; ‘‘Up to the present the position has not been felt acutely, but the 
_ establishment of the proposed Provinces of Alberta and Saskatchewan way 
place the whole subject upon a different footing at an approximately early 
date, in which event it will be necessary to subject the Canadian Pacifie 
Railway exemption clause to a critical examination, so as to ascertain 
whether or not every possible manner in which the company can be called 
upon to contribute towards the revenues of the Provinces has been sufficiently 
safe-guarded by the letter of the law.’’ 

‘Obviously the object of the taxation clause in the Act of 1881 was to 
prevent the C, P. R. from being taxed upon its extensive real estate or capital 
stock. before there was any income to enable the company to pay taxes. 

A clause continuing the taxation exemption of the Canadian Pacific 
Railway, has been introduced into each of the acts establishing the two 
new Provinces between Manitoba and British Columbia. Nevertheless, it 
is very questionable as to whether the Dominion Parliament has any power 
to curtail the sovereign rights of any Province, new or old, as regards mat- 
ters which are declared by the British North America Act to come within 
the sphere of provincial rights. But the right of direct taxation is express- 
ly granted to the Provinces. 

The Dominion Government was undoubtedly quite within its rights in 
granting the C.P.R. exemption from taxation within the Territories, so long 
as they remained under its jurisdiction. But if such an exemption can con- 
tinue beyond provincial control after the Provinces are established, then 
there is no provincial right granted by the British North America Act which 
could not be taken away by the Dominion Government either before or at 
the time of erecting any new Province within the general territories of the 
Dominion. 

Doubtless this important fiscal and constitutional question will be set- 
tled before long by an appeal to the Privy Council; unless, indeed, in the 

“meantime, the Dominion Government should arrange with the C.P.R. for 
the abolition of its exemption from provincial taxation. 


VIEWS OF VARIOUS AUTHORITIES ON RAILROAD TAXATION. 


The views of a number of persons connected with railroads or finance, 
have already been given, in connection with the tax systems of various 
states or groups of states, east or west. In this section is presented the 
general views of various persons in the United States, whose practical ex- 
perience or special studies have rendered their opinions on the subject of 
railroad taxation of special value. 

Professor E. R. A. Seligman. A very interesting and important state- 
ment on the taxation of transportation companies was made before the 
United States Industrial Commission, by Professor E. R. A. Seligman, of 
Columbia University, whose works on taxation are among the most im- 
portant contributions on the subject in the United States. 

+ He deals particularly with the question, as important for Canada as 
for the United States, of the separation of Federal, State and local sources 
of taxation. Professor Seligman’s contribution is as follows: 

“There are several points of view from which the problem may be ap- 
proached. There is, in the first place, the general question of revenue— 
what amount of revenue can we or ought we to get from transportation and 
other corporations; and, secondly, there is the point of view as to justice 
between the various individuals who are interested in the corporations— 
justice with reference to the burdens imposed upon them; and these, you 
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see, are two different problems. Then there is another class of problems, 
namely: What ought to be the Federal system of taxation, if any; and 
what ought to be the State system; and how ought they to be dovetailed 
into each other? 


“Before going into the matter with more detail, it 1s perhaps unneces- 
sary to advert to the immense importance of corporate taxation in modern 
times. As we all know, the wealth of the nineteenth century consists, far 
more largely than in past times, of what is known as personalty. The in- 
fluence of land is comparatively less than in former times. Of this per- 
sonalty, this personal property, by far the largest part_in modern indus- 
trial conditions consists of corporate securities or investments in corporate 
securities, stocks and bonds, whether of transportation companies or others 
And it is for this reason that the whole problem of corporate taxation, or 
the taxation of corporations, assumes so vast a significance as compared 
with former times, even with the beginning of the century, and certainly 
with former centuries. The problem of just taxation, therefore, is very 
largely in modern America, and to a less extent in almost every modern 
community, the problem of corporation taxation. 


“When we look at the question from the point of view of the Federal 
Government there are one or two principles that I think ought to be laid 
down at the very beginning, and that is, that there ought to be, as far as 
possible, a divorce, so far as the sources of revenue are concerned, between 
the Federal and the State governments. If there is any one principle which 
has been firmly implanted in our modern fiscal system it is that the Nation- 
al Government should not vie with, should not compete with, the Common- 
wealth Governments in seeking sources of taxation; and for that reason, 
of course, the Federal Government has very largely depended upon the so- 
called indirect taxes, customs duties and internal revenue, and only in very 
exceptional cases has resorted to a system of taxes which—whether you 
would call them direct or indirect is unimportant here—have been assessed 
upon those subjects of taxation commonly reached by the State. It is only 
under the stress of war, the war of 1812 and the civil war, that there has 
been any conflict as regards that point. 


“Now, that being the general principle, I think it follows also that 
from the point of view of pure revenue the Federal Government ought not 
directly to tax transportation corporations. Why does that follow? Be- 
cause if you look carefully at the progress in the reform of State taxation 
you will find that the one goal, the first step to be accomplished in the 
States, is the divorce between State revenues and local revenues, and we 
find in all our leading Commonwealths, like New York, Pennsylvania, 
Massachusetts, etc., where you have the fullest and most developed indus- 
trial conditions, a well-marked tendency to derive State revenues in ever- 
increasing proportions from inheritances and corporations, with possibly 
a few other additions, gradually relegating the general property tax as 
such to the local divisions. 


“Tnto this general reform the Federal Government has brought a jar- 
ring, a discordant element, because not only does it now levy a separate 
tax upon inheritances, which diminishes pro tanto the chances of the States 
to develop that system, but also, if the Federal Government were to tax 
interstate commerce through transportation companies for the purpose of 
independent revenue, it would most seriously and still further hamper the 
efforts of the separate Commonwealths to secure just taxation. 


‘‘T therefore lay down, asa general principle, that there ought to be na 
Federal tax on transportation companies for purposes of pure revenue. 
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“That, however, does not by any means settle the problem as to whether 
there ought or ought not to be a Federal tax on transportation companies, 
possibly for other reasons, and that brings me therefore now to the second 
part of the inquiry. What is the tendency in the several States with re- 
ference to the taxation of transportation and other corporations, and how 
can the evils which at present exist, and which seem almost insurmount- 
able, be averted ? 

“The chief difficulty in our Commonwealth taxation of corporations 
arises out of the problems of what is called double taxation. They arise, 
in other words, from the legal fact or fiction, whichever you may call it, 
that there is for all purposes and to all intents absolute State sovereignity 
in each Commonwealth. In the legal system, for purposes of taxation at 
all events, it is a fact, not a fiction, that each Commonwealth has sovereign 
powers. Now, what are the difficulties that arise from that legal fact, 
when confronted by the economic fact that economic interests are not con- 
fined to any one Commonwealth, but that the economic interests of the com- 
munity are scattered throughout the country and are intertwined with all 
the Commonwealths, that, for instance, with the growth of industry we 
have corporations which may be situated legally in one State, which may 
have their actual property in another State, and which yet may be owned, 
so far as stockholders and bondholders are concerned, in a third State? 
Here, for example, is a North Dakota railway, or a railway which runs 
through North Dakota, whose chief officers and legal representatives may 
possibly be in Illinois and whose stocks and bonds are owned in New York, 
which is not at all a preposterous supposition. In other words, we have, 
under the stress of economic development of the nineteenth century, an 
incongruity between economic conditions and legal facts; legally we still 
have the system of taxation which grew up when each community was iso- 
lated from its fellow community, and this legal situation is no longer in 
conformity with economic facts. 

“Now what are the difficulties which arise from this curious situation? 
I may add, of course, that this condition of affairs is not in the least pecu- 
liar to the United States, but is found in all modern federal governments. 
It is found in Germany; it is found in Switzerland; it is found or will be 
found certainly in Australia under the new form of government; with the 
exception that nowhere perhaps is the legal idea of State sovereignty so 
strong as it is in this country. 

“Now, the difficulty, so far as taxation is concerned, is that wherever 
the States attempt to tax transportation companies upon  receipts—gross 
receipts, net receipts, or anything else in accordance with receipts—you at 
once run up against the rock of interstate commerce. It has been decided 
in a number-of cases in our own various States which attempt to get a State 
revenue from the gross receipts of corporations that, so far as domestic cor- 
porations are concerned, corporations chartered within the State, the State 
is at perfect liberty to levy a franchise or excise tax, however it may be 
called, upon the total receipts of the corporation; that is, provided the 
franchise is measured by the gross receipts, then it is valid. No State is at 
liberty to levy a tax upon gross receipts so far as those receipts are derived 
partly from interstate commerce. But through the fiction of the law, of 
course, where you call it a franchise tax or excise tax, and measure the 
franchise by the gross receipts, then the tax is upheld. This applies, how- 
ever, only to domestic corporations. Under economic conditions to-day 
a large part of all corporations doing business in any State are foreign 
corporations; they are corporations chartered in some other State, perhaps 
in New Jersey or West Virginia. Now, under these conditions the courts 
have repeatedly held, and the Supreme Court of the United States has 
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laid down as the law of the land, that you cannot levy a franchise tax upon 
foreign corporations, because, of course, the State does not give a franchise 
except to its own corporations; a State does not give a franchise to foreign 
corporations; and therefore a tax of this kind levied upon foreign corpora- 
tions is a tax not upon franchise but upon business, and being a tax upon 
business it can not be levied upon the business derived in whole or in part 
from interstate commerce. ‘Therefore we have this situation in this country 
to-day, in all these States, more especially the more advanced and devel- 
oped industrial States, and the problem will soon be the same in all the 
other States of the Union. It is only a question of a few decades when the 
industrial system will spread throughout the whole country. We have, 
therefore, this situation—that although the revenue is sought to be ob- 
tained from corporations the great mass of corporate business can not be 
reached by such tax on receipts. Some States, therefore, in order to avoid 
that difficulty, attempt to solve the problem by taxing corporations not on 
receipts but upon the valuation, or upon the capital stock, and in some 
cases also the bonded indebtedness. A great many of our States tax the 
capital stock of corporations; some, like Pennsylvania, add to the tax on 
capital stock a tax on bonded indebtedness. é 

“What are the results of this conflict between legal and economic con- 
ditions in this class of cases? So far as capital stock and bonded indebt- 
ness is concerned, it is clear_at once that a difficulty arises from the fact 
that the capittal stock may be owned or the bonds may be owned by people 
who are not residents of the State. The capital stock of the Pennsylvania 
Railway may be owned entirely or in a very large part in New York or in 
- Chicago, or vice versa. 

“What is the legal situation as regards the taxation of corporations 
under this, the most general form of taxation of corporations? So far as the 
taxation of capital stock is concerned, the courts of this country have final- 
ly reached the conclusion that it makes no difference where the stock- 
holders live, because the tax is assessed, not upon the stockholders, but 
upon the capital stock. The situation would seem to be free from difficulty 
there, but it is not, because as soon as you levy a tax on capital stock the 
question arises. Upon what part of the capital stock are you going to levy ~ 
the tax? Here is the Western Union Telegraph Company, which ramifies 
through, perhaps, every State of this Union. If you levied a tax upon 
the entire capital stock of the Western Union Corporation the Western 
Union Telegraph Company would be taxed fifty times; instead of being 
taxed once it would be taxed by each of the fifty States upon the whole of 
its capital stock, which, of course, would result in the company’s going out 
of existence. Therefore, it is easily seen that where you have a tax on 
capital stock, in order to realize justice you must tax only a part of the 
capital stock. The question then arises: What is the economically defen- 
sible part of the capital stock that is taxable in each State? 

“T do not wish to answer that question now, but simply to raise it and 
point out the difficulty and state the problem, showing that even though 
you tax the capital stock you have not got over the difficulties of double 
taxation and thé question of the diversity between economic conditions 
and legal facts. 

“What, however, is the situation with reference to the bonded indebt- 
ness of railways? The most advanced States, as all scientists, have come 
to the conclusion that to tax corporations simply upon capital stock is 
manifestly unfair. You may have two corporations, each with $100,000 
working capital; one corporation may have no bonded indebtedness at all, 
and the other corporation may have bonds outstanding of $200,000, double ~ 
the amount of capital stock, and the second corporation may have raised 
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its entire working capital, in the economic sense, by selling its bonds and 
giving away its stock as a bonus. If, therefore, you tax only the capital 
stock, you would be taxing the first corporation three times as much as the 
second corporation; because in the second case, where you have a total 
amount of $300,000—$200,000 bonds and $100,000 stock—you are taxing 
the corporation only upon one-third of its actual capital, while in the case 
of the first corporation you are taxing it upon 100 per cent. And therefore 
it is that all statesmen who have looked into the question, and a good many 
of our States that attempt to realize justice in taxation, now say that cor- 
porations must be taxed upon stocks and bonds or upon a valuation equi- 
valent to stock plus bonds. 


“Now, what is the legal difficulty there? The court of the United 
States, in the foreign-held bond cases, has decided that a tax upon the 
bonds of a foreign corporation is a tax upon its bondholders; and conse- 
quently, since a State has sovereignty only within its own borders, no State 
ean reach the bonds of a corporation which are held outside of that State. 
There at once you see the deathblow given by a legal decision which, in 
my humble opinion, is totally incorrect from the economic point of view, 
though entirely defensible from the constitutional point of view. You have 
a deathblow. given to the whole system of taxation, because if you can tax 
railway bonds so far as they are owned within the State, it will not be very 
long before you will have no bonds at all to tax within that State, and, as 
a matter of fact, you would have the same difficulties you had in the other 
case. 

“T might go on and describe other forms—although these that I have 
mentioned are the most important—other forms of corporate taxation in 
this country, to show you that in each case we run up against these legal 
and constitutional conditions which are not in harmony with our economic 
conditions. It may be laid down, of course, as a general rule that in the 
long run, crystalized justice is nothing but the outcome of social condi- 
tions. The law is simply the legal statement of the economic and social 
conditions of a country; and the legal system always follows the economic 
conditions. The economic conditions come first and the legal conditions 
are gradually changed so as to be in conformity with the economic 
conditions. 


“Now all that I have tried to point out is that we have certain economic 
conditions which are out of joint.with our legal conditions, and that before 
very long we are bound to change our law so as td conform with our eco- 
nomic conditions; because, of course, we cannot change economic conditions 
to conform to the law. 

“The question, therefore, arises, in view of the chaos in our state and 
local systems of taxation, to which are largely due these problems of 
double taxation; what is the remedy? There are only two general lines 
on which an advance .can be made. The one is to attempt to secure a uni- 
formity of State action, if possible, through Federal pressure. I consider 
that one of the chief functions of this Commission, not alone with reference 
to the taxation problem, but also with almost every other one of the prob- 
lems with which you have to deal. That is to say, I consider that a great 
many of our existing evils in this country arise from the diversity, com- 
plexity and opposition between our State laws, and that as long as we have 
our present political system, which very wisely prevents the absolute cen- 
tralization of all economic powers in the Federal government, we must try 
to get at the problem through a gradual unification or uniformity of State 
laws by pressure from above. That, applied to the problem in hand, means 
an attempt to do with the taxation problem what we are beginning to do 
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with the railway problem, having annual conventions of our labour com- 
missions, our railway commissions, etc. There ought to be annual con- 
ventions of State tax commissions, where these problems might be dis- 
cussed not from the narrow point of view of State sovereignty, but from 
the real. economic point of view of the wider economic interests of the 
country; and those meetings ought to be held under Federal auspices, safe- 
guarding, of course, the interests of the Commonwealths and preventing 
eka or jealousy. In that way a great deal of good could be accom- 
plished. 


“Tf, however, that is an ideal still too remote for any practical pur-. 
poses, there is one other way in which a reform of taxation in this country 
can be accomplished, through the intervention of Federal authority. I 
stated some time ago that I considered it highly inadvisable for a Federal 
government to levy a Federal tax on transportation or other companies for 
purposes of revenue. It is a question, however, whether we ought not— 
whether we may or not constitutionally—whether we ought not to follow 
the same principle that some of our State governments follow when deal- 
ing with the complications between State revenue and local revenue. In 
order to get around the difficulties of, double taxation between counties, 
municipalities, etc., they levy a State tax on corporations or other subjects, 
and then turn back the revenue under a well-considered general system to 
the localities, thus avoiding the difficulties and the friction of which I 
speak. The question, therefore, arises: Can the Federal government ex- 
ercise its powers of taxation by levying the tax at all events upon corpor- 
ations engaged in interstate commerce, and then turn the proceeds over, 
according to well considered and carefully devised rules, to the various 
Commonwealths, in order to help along the various Commonwealths in their 
struggle to adjust and reform State taxation itself. 


“This is the system that is pursued by other national governments. 
England, for instance, pursues the system in various kinds of taxes. In 
inheritance taxes they collect that revenue under well-settled rules and 
then turn over a part of the revenue to localities. So other European 
governments do the same thing; and we in our own country have the pre- 
cedent of course of the governments collecting money and then turning 
it over to the States—a distribution of the surplus revenue, which, of course, 
was not very happy as a political measure, because it was not framed on 
any economic line at all, but it seems that the government has the consti- 
tutional power of getting revenue and then distributing it as it chooses. 


“That, therefore, would be the line of thought on which I think a con- 
sideration of the reform of taxation ought to proceed in this country. To 
recapitulate what has been said, to sum it up so as to state it clearly, I will 
just say this, that our whole system of State and local taxation is a chaos, 
almost worse than a chaos, in the most advanced industrial States. It is 
not so, of course, in the agricultural States or in the Southern States, or 
even in part of the west, where the old general property tax is still suit- 
able, because the economic conditions are not the modern conditions, but | 
the economic conditions which were true of the north and east years and 
years ago; but wherever we have modern industrial conditions the old 
general property tax is no longer defensible. We are trying to get rid of 
it, and our adyanced States are getting rid of it. There is even now a 
great commission sitting in New York city which—I may be permitted to 
say without divulging any secrets—will bring in a bill before long to re- 
form the whole system of taxation in New York State, and it is proceeding 
along these general lines, although I am not now at liberty to state exactly 
what the recommendations will be. | 


1904 ON TAXATION OF RAILWAYS. : 197 


“Now, what is true of New York will be true of all the other States ‘n 
the Union soon. Everyone agrees that in order to bring about this reform 
we must have a divorce of State and local revenue. Everyone agrees that 
if you are going to have a separate State revenue you must have it primar- 
ily from inheritances and corporations. Everyone agrees that if you have 
it from corporations you cannot have a just system under the present con- 
- flict between legal facts and economic conditions. Ergo, I say, the conclu- 
sion is that we must so change the legal facts as to bring them into har- 
mony with economic conditions. That can be done finally in only one of 
two ways, either by voluntary co-operation on the part of our State author- 
ities, voluntary and possibly with pressure from above; or, secondly, 
through a certain separate or independent intervention by the Federal 
Government itself. Therefore, it seems to me that this problem, which at 
first blush seems to affect possibly only the Federal Government, is of very 
much wider importance because it affects not only the’ whole question of 
State and local taxation, and not only affects the question of just taxation 
of corporations themselves, but necessarily affects the whole: system of tax- 
ation apart from that of corporations, because as soon as you solve the prob- 
lem of taxation of corporations properly you are in a position where you 
can attack the other and perhaps more complicated problems of taxation of ' 
property.’’ *55 


Professor H. C. Adams. A very different and in most respects opposite 
view from that of Professor Seligman, as to the direction which railroad 
taxation is taking and ought to take, is reached by Professor H. C. Adams 
of Michigan University. Professor Adams’ relation to the Michigan system 
of taxation has been dealt with under the section of this Report treating 
of that State. The latest and most developed expression of his views is 
contained in a paper read before the American Economic Association in 
Chicago on December 30th, 1904. The greater part of the paper is here 
given, as published in Public Policy for Jan! 28th, 1905. * 


“In searching for the trend of railway taxation, it would be an error 
to assume the existence of a separate and independent system of corpor- 
ate taxes. This assumption has been frequently made by writers upon 
‘.American finance, but in so doing they fail to distinguish between the 
underlying principles of a system. of taxation, on the one hand, and the 
machinery for administering that system, on the other. So far as methods 
for assessment and collection are concerned, it is true that railway cor- 
porations are placed in a class by themselves, but it is not true, speaking 
generally, that the theory of public contributions applied to them differs 
from the theory which is applied to other classes of property. That system 
of taxation, known as the general property tax, is as strong to-day as it 
ever was in the history of our country; indeed it is stronger, if we are to 
judge from the changes that have taken place in the laws of the States 
during the past twelve years. 

“A glance at the laws of railway taxation in the several States and 
territories gives ample support to the claim that these laws fail to intro- 
duce any new principle into the established system of local taxation. In-— 
cluding the’District of Columbia, and exluding Alaska from the list, local 
government in the United States is represented by fifty States and terri- 
tories. Of this number only two, Rhode Island and the District of Col- 
umbia make no distinction in the matter of taxation between railway 
property and other property. That is to say, these political divisions fail 
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to provide special methods even for the assessment and collection of railway 
taxes. : 


“There next comes a list of thirty-nine states which make the general 
property of railways, including both personality and realty, the basis of 
taxation, but which provide machinery for assessment of railway property 
different from that employed in the assessment of general property. The 
character of this administrative machinery is of no importance as bearing 
upon the question under consideration. Nor does the fact that some of 
these states make an assignment of railway assessments to the minor civil 
divisions through which the railway runs, while others distribute the money 
collected, and still others keep this money for state expenditures, bear upon 
the problem in hand. The important fact is that the system of local taxa- 
tion in these thirty-nine states expect railway property to pay for the sup- 
port of government an amount in proportion to the value of the property, 
the same as in the case of general property. These thirty-nine states, like 
the two already metioned, making forty-one in all, are properly included 
within the jurisdiction of the general property tax. 


“There are five states, Delaware, Massachusetts, New York, Pennsyl- 
vania and Kentucky, which tax railway property according to its value, but 
assess the tax to the value of stocks and bonds rather than to the value of 
real and personal property. In all cases, with the exception of Connecti- 
cut, this tax upon stocks and bonds is supplemented by other forms of taxa- 
tion. It is the ad valorem and not the specific tax that gives character 
to their taxing systems. It thus appears that forty-seven out of the fifty- 
states and territories aim to tax railways in proportion to their value. The 
remaining states, Maine, Maryland, and Minnesota, have adopted a system 
of specific. taxes, making gross earnings the measure of the duty of rail- 
ways to pay for the support of government. Two states, Vermont and 
South Dakota, give the railways the choice between paying upon ad valorem 
or a specific basis. The states of Ohio and Texas also tax railways upon 
the basis of gross earnings, but make this as a supplementary or additional 
contribution. Five states adopt the essentially pernicious method of sup- 


porting their railroad commission by means of a special tax on earnings... 


Other minor differences might be mentioned, but they would not affect the 
conclusion that, with the exception of Maine, Maryland and Minnesota, 
railways are taxed according to the value of their property, and that both 
common law provisions and constitutional rules relative to equity and jus- 
tice in taxation require that they pay a rate equal to the rate of other pro- 
perty upon their cash or par assessment. 


“The courts have taken one step which may prove to be a point of de- 
parture for the development of new principles in the taxation of railway 
corporations. JI refer to their recognition of a franchise value. It is 
not necessary to go into the details of these cases nor to discuss the pro- 
priety of the rule accepted for the measurement of franchise values. The 
significant point is that the courts have taken judicial cognizance of a value 
in excess of what may be termed the inventory value or the value of the 
physical properties. This being the case, the question at once arises as 
to the source of this excess or surplus value, as also its social and indus- 
trial quality, and, should an analysis of this value prove it to be in any 
way peculiar, the further question arises, whether the principles of equity 
and justice, which are acknowledged to lie at the basis of taxation, may not 
require the taxation of this value in a peculiar manner. ‘To answer this 
question calls for an analysis of what for convenience may be termed the 
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surplus value inherent in the property of a prosperous railway, and it is 
to this analysis that I now invite your attention. 

‘1. This value covers, in the first place, the value of the franchise, 
that is to say, the value of the right to be and to act as a corporation. An 
assertion of a franchise value as a distinct form of value, however, is sub- 
mitted as a concession to legal lore rather than because it is believed to be 
of very much importance. It is undoubtedly true that a franchise car- 
ried with it an independent value when the right to be and to act as a cor- 


poration was an exclusive privilege. At present, however, general cor- 
poration laws have destroyed whatever value pertained to a franchise on 
account of its exclusive character. If there be surplus value, it must 


be found in the nature of the industry in question, or in the relation which 
that industry bears to the principle of competition, and not in the fact 
that a particular body of men are at liberty to exist as a corporation. The 
surplus value which we are now endeavoring to explain is something more 
than the formal value of the franchise. 


2. Holding in mind the business of transportation by rail, this value 
includes, in the second place, the possession of traffic not exposed to com- 
petition, as, for example, local traffic. There are, of course, commercial 
limitations to the value accruing to a railway corporation from this source. 
For example, the rates from non-competitive business are more or less in- 
fluenced by the rates for competitive business. The curtailment of demand 
through excessive charges, also, as well ag all those considerations which 
find expression in the law of monopoly prices, act as commercial restraints 
in the adjustment of local railway tariffs. But, notwithstanding all that 
may be said in this vein, it yet remains true that commercial considerations 
offer no guarantee of just and reasonable rates when judged by ordinary 
business standards; and the margin of surplus earnings thus rendered pos- 
sible becomes the basis of a surplus value, that is to say, a value in excess 
of the inventory value of physical elements. 


3. The non-physical value of the railway includes, further, the value 
which arises from the possession of traffic held by established connections. 
The fortunes that have been made in the railway business during the past 
fifty years have resulted largely from the organization of independent com- 
panies into greit railway systems. The important point for this analysis 
however, is that the amalgamation of connecting lines, as well as the con- 
solidation of competing lines, gives to each member of the operating system 
thus created a class of traffic which it might not otherwise be able to hold, 
and consequently confers upon each member of the system a value which 
it might not otherwise possess; and when it is remembered that the raies 
at which this traffic is moved are not exposed to the competition which 
would exist were it not for the organization of railway properties into sys- 
tems, it is evident that this element of value is likely to be of considerable 
importance. From the point of view of the influence of competition upon 
the earnings of railway corporations, the difference between the so-called 
competitive and. non-competitive traffic is less than is commonly supposed. 
whether traffic be local or through, competition is no guarantee that it will 
be carried for what it costs to render the service. 


“4. The intangible value includes, in the fourth place, the benefit of 
economics made possible by the increased density of traffic. This state- 
ment rests upon what is universally recognized as the fundamental business 
principle of railway transportation. It means that the growth of popu- 
lation and the consequent increase of traffic which results from the growth 
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forces a Value into the treasuries of railway corporations which cannot be 
credited to the superior ability of those by whom railways are administered. 
Were this business exposed to the influence of competition, the value in 
question would be dissipated to the public through a reduction in the price 
of service. For many reasons, however, this is not possible in the case 
of the business of transportation and the value resulting from economies 
rendered possible by the increase in traffic, comes into the possession of the 
corporation rendering the service. 

. “5, Lastly, the intangible value of a railway corporation includes a 
value arising on account of the organization and Vitality of the industry 
which renders the service. This value, consequently, is in the nature of 
an unearned increment to the corporation. It may be said that all in- 
dustries are interdependent, and that every business depends for its pros- 
perity upon the prosperity of those who are its customers. This is un- 
doubtedly true, but it is equally true that, unless all industries are equally 
exposed to competition, or upon the same basis so far as concerns their 
ability, to avail themselves of the advantages of monopoly, some will be 
able to maintain while others will be forced to give up the value that ac- 
cerues on account of the widespread development of industrial technique. 
The significance of this observation in the analysis of surplus value -be- 
comes evident when it is conceded as an answer to the claim that the rail- 
ways have created the wealth of the world and that their compensation 
cannot, therefore, be too highly appraised. It is a mistaken analysis that 
.overlooks the close interdependence. of all the agents of industrial pros- 
perity. 

‘Te the above analysis of the origin and nature of surplus value, as 
it appears in the case of a prosperous railway corporation, be correct, it is 
evident that this value exists because it fails to be diffused to the public 
through the agency of commercial competition. Were competition able 
te keep the price of the service of transportation in the case of each and 
every railway down to the cost of the service rendered, or were it good policy 
for the government to define a reasonable rate as a rate which coincides 
with the cost of service, including normal profit, no such value as that 
under consideration could exist. The capitalization of railways, and, 
consequently, the assessment of railway property for the purpose of taxa- 
tion, would tend to be the cost of reproducing the plant, as in the case of 
manufacturing properties, whose balance sheets are continuously exposed 
to the adjustments of competition. This means that the surplus value 
of a railway corporation is monopolistic in its origin in the same sense, 
though not for the same reason, that the capitalization of the rental value 
of real estate is monopolistic. It is a value contributed by the public to 
the corporation because of the imperative character of the public demand 
for transportation. It results from the fact that increased density of traffic 
due to the increase in population and to the development of general com- 
mercial activities, provides the railways with an ever increasing oppor- 
tunity of availing themselves of the productive principle which lies in 
organization. The relative amount of this surplus value, which should 
be credited to railway managers on the one hand, for availing themselves 
of the opportunities of increased economies, and to the public, whose in- 
dustrial activities furnish these ever broadening opportunities, is not here 
in question. 

“The important fact is this, that a portion of the surplus value now 
enjoyed by railway corporations is a direct contribution from the pubilc, 
and that competition is incapable of diffusing this value through a reduc- 
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tion of the price of the service. It is a socially produced value and the 
logical application of the principle which lies at the bottom of tbe institu- 
tion of private property, namely, that he who produces a thing should be 
its proprietor, will lead to the conclusion that the public is a joint proprie- 
tor with the railway corporations in the property which they control. This 
at least is the question which, as it appears to me, the attempt to secure a 
just system of taxation as between railway property and other property 
will force upon the consideration of the courts, and, should the courts ack- 
nowledge the accuracy of the analysis here suggested, and extend their 
definition of property to include a quasi-public property as they now ack- 
nowledge a quasi-public industry, a radical modification of the system of 
taxation becomes imperative. The situation disclosed by thig analysis 
is one for which the theory of the general property tax makes no provision. 
That theory assumes value to be homogeneous, whereas the foregoing analy- 
sis makes it clear that this is not true. The tendency in railway taxation 
ef which this paper speaks is not to be found in the statutes, but in the ne- 
cessities of the situation. If my analysis be correct, it follows without 
question that the underlying principle of the financial system of the future 
will be the recognition of a joint proprietorship between the public and the 
corporations in all cases where surplus value proves to be a permanent 
feature. ‘his, of course, assumes that a socialistic programme will not 
be realized.’’ . 

Mr. Wm. W. Baldwin. The theory of taxation advocated by Pro- 
fessor Adams was criticized by Mr. William W. Baldwin, Assistant to the 
President of the Chicago, Burlington and Quincy Railway, in a paper also 
read before the American .Economic Association, on the same _ occa- 
sion. The paper contained a special criticism of the Michigan system 
of railroad taxation. This portion of the paper is here omitted, as the 
views of Mr. Baldwin on the Michigan and other western systems have 
been given elsewhere. That portion of the paper which deals with the 
general question of railroad taxation, and more particularly with Professor 
Adams’ theory, is as follows: Also from Public Policy, Jan. 28, 1905. * 

“It is claimed by many to be the law that investments in railroads are 
no longer to be regarded as private property for the purposes of profit. 

“The merchant, the manufacturer, the banker, the farmer, the miller, 
the ship owner may derive whatever profit he can from the lawful use of 
his property and talents, taking the risk of loss; but it is said that the in- 
vestor in a steam railroad is limited to what is called a fair return upon 
the value of the property used, which, being calculated, is held to mean a 
return based upon the lowest generally prevailing rates of interest, and 
without guaranty of any return, and, notwithstanding, he takes the risk 
of loss, and often loses. If returns show a larger profit, demand is fre- 
quently made that the state reduce the rates, that is, the price a railroad 
may charge for the service rendered; and, the property being held to be 
public property, because employed in the business of carrying for the pub- 
kc, the state does reduce the rates. 

“Now, this status of railroad, property, this limitation by law of its 
earning capacity, should, it seems to me, be taken into consideration by 
economists in framing laws for its taxation, especially if such laws have a 
social object. Professor Seligman says that taxation may be utilized for 
social purposes, and speaks of socialists, extreme socialists, he calls them, 
represented in academic circles in this country, who maintain that the 
socia! nreblem is the great problem, and that a tax is not a tax. unless it, 
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has a social object as distinguished from a fiscal object. In a sense, of 
course, al] taxes are collected for social objects, but in this connection is 
meant the distinctly socialistic purpose of appropriating, through taxation, 
as distinguished from the exaction of an equal contribution in proportion 
tc value to meet the fiscal needs of the state. 

“Are we entering upon a period of such social taxation, or appropria- 
tion of railroad property? Are we to have a system of tax laws applicable 
to railroads only, and based upon the view that this one class of property 
in this country has no moral right to earn more than a specified rate of 
interest or return upon its cost, without guaranty of any return, and that 
if a railroad shows a surplus, beyond the specified rate, such surplus may 
be, and ought to be, reached through the taxing power 

‘Treating railroads as quasi-public property, and restricting their 
right to surplus earnings through reduction of rates, is subject to the power- 
ful limitation which the courts have inserted, that they shall be permitted 
to earn some return upon the investment. But no such limitation will, it 
seems, be written, even by the courts, into a tax law. The taxing power 
is practically without limit. The power to tax is the power to destroy. 
Does the suggestion not appeal to economists who are not socialists, that it 
is going a step too far to devise taxation as a means of reaching surplus, 
exclusively for this form of property, now so largely held for investment? 
It is true that during the past five-year period railroads have been pros- 
perous, but not more so than many other lines of business; and in the pre- 
vious five-year period they saw much of adversity, and entire investments 
were wiped out, which fact cannot and will not be taken account of in fixing 
the rate they should now be permitted to earn. Those who are familiar 
with the subject of railroad taxation know the practical impossibility of 
reducing the tax, in the face of public opinion, whatever depressions in 
business may be experienced; hence the greater care should be exercised in 
adopting a policy intended to reach present surplus railroad income through 
taxation. 

“That taxes, the means of supporting the government, should be levied — 
with equality, and their burden rest uniformly upon all subjects on which 
they are’ laid, is a correct principle in economics, as well as imbedded in 
the constitutions of the states. Over and again courts have said that “a 
sound tax law must equally distribute its burden among the citizens accord- 
ing to their property.’’ ; 

“What reasons then are urged for applying exclusively to railroad 
property a tax system, based upon reaching their surplus earnings, after 
allowing a rate of return upon property deemed to be socially or ethically 
sufficient, while no attempt is made to reach the surplus of other citizens 
and their property by similar methods? 

‘In prosperous times, many, if not most, lines of business show sur- 
plus income. What economic reasons are given for applying these methods 
to railroads only? 

“It is said that the railroad is a peculiar property, and the peculiarity 
is that commercial forces fail to dissipate its surplus earnings; which is 
only another way of saying that its surplus is more permanent or more to 
be depended upon than is seen in other industries. 

“Also, that because the state requires complete reports from railroad 
companies, the amount of their surplus is more easy of ascertainment . 

“The first reason does not appear to be borne out by experience. The 
profits of railroads seem to fluctuate with good and bad times and conditions, 
as much as do those of other industries, as a class; and their surplus is as 
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quickly dissipated by the blasts of adversity. The average net earnings 
per mile of the Burlington road for the four years, prior to the year 1887 
were $3,420, while the average for the succeeding four years were $1,618 
per mile, one of the consequences of the enactment of the Inter-State Com- 
merce law, and of a strike of locomotive engineers, which May occur to 
any railroad. At the mercy of the Legislature and the commission in the 
matter of rates, and of the labor union in the matter of wages, no class of 
property, it seems, must fight harder to prevent the dissipation of its earn- 
ings than that owned by railroad companies. 

“Another answer is, that if the railroad industry is to be, in effect, 
subjected to an income tax, some endeavor should at least be made to apply 
similar methods to other industries; and then, whether their income proves 
to be temporary or permanent in character the test will be the same. Re- 
garding the matter of reports, the answer is, get the reports; require other 
industries, as well as railroads, to furnish them; make some honest effort 
to lay the income tax upon other industries. 

_ “Another reason is based upon an assumption that really goes to the 
root of the whole matter, namely, that other industries and property are, in 
effect, taxed in proportion to income, through assessments of value, fixed 
from frequency of sales, while, in the case of railroads, no such sales can 
guide the assessor, and, therefore, a method of assessment through income 
must be devised. 

“The assumption is not founded upon fact. Other property is not 
taxed in proportion to income through the sales test; it is not assessed at its 
value by any test. 

“The State Board of Assessors of Michigan announced their finding, 
that the true value of the general property in that state for the year 1902 
was $1,715,000,000. The assessment, in fact, of the same property for 


the same year was $1,418,251,858, a difference of more than twenty per 


cent. There is hardly a doubt that, if the investigation of the State Board 
of Assessors had been thorough, and especially if the assessments upon the 
general property had been levied upon any basis of income, the disparity 
would have reached fifty per ceut. 

“But notwithstanding the apparent lack of adequate reasons, there is 
now in operation in the State of Michigan, unless the courts forbid, a plan 
for the taxation of the railroads of that state largely upon the basis of in- 
come, which is dependent for its results upon the social view that railroads 
are entitled to earn only a certain designated amount. 

“Tt is suggested that the Michigan Legislature adopted this so-called 
ad valorem tax law for railroads upon proof that under the gross earnings tax 
system they were paying less taxes In proportion to the true value of their 
property than the general property of the state. But this point loses force 
when it is known that this proof consisted of nothing more or less than 
theoretical deductions and conclusions of value previously worked out 
by capitalizing income at certain low percentages, by the very same ex- 
perts. 

“Economists say that the fundamental idea of an ad valorem tax law is 
that it rests upon property, without regard to ownership or the proportion 
of protection furnished, and without regard to the ability of the owner 
fo pay a uniform rate to be levied upon all property in proportion to its 
value. ; 

“An income tax on the other hand, rests entirely upon ability to pay, 
as measured by income. When the income is derived from property, it is 
taxed regardless of the value of the property itself. Vacant land, how- 
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ever valuable, produces nothing to the income tax, while property, such as 
a telephone, system, having small value apart from its peculiar use, may. 
show large receipts which an income tax would reach. Governments decide 
what system the property tax of the income tax, is, on the whole, best suited 
to their condition and necessities, and it is easily conceivable, may adopt a 
system combining the two, that is, for taxing the land and all interests 
in land, and all tangible personalty, according to value, and likewise, 
taxing all incomes, with adequate provision against double taxation, that is 
that no property which has paid the ad valorem tax shall in addition pay 
an income tax, : 

“Such an income tax law would be carefully drawn, and all interests 
be guarded so as to ensure equality and uniformity between taxpayers. But 
that is a totally different affair from an income tax administered as an ad 
valorem law, or an ad valorem law administered aS an income tax. In the 
first case, income might be determined, not from actual receipts, but from 
expert calculations of what income ought to be produced from property 
having a certain estimated value. In the second case, value is determined 
from inceme capitalized. Still different is an ad valorem law administered 
with a social purpose, that is, through the selection of a certain class of 
property, and limiting all property in that class possessing income to a per- 
centage return deemed socially sufficient, and capitalizing such property 
upon that percentage, while all other property in the class is valued at cost 
of reproduction in present form, without regard to income. | 

“But the question of valuation is, after all, only a part of the problem. 
If, in fact, the rate of tax laid upon.the real value of other property in 
Michigan is ten mills on the dollar, or less, why should railroad property, 
upon any method or by any system, be required to pay a rate of sixteen and 
cne-half mills? No consideration of the so-called Michigan plan can be 
adequate which ignores this feature of the case. Economists, apparently, 
devote themselves to the question of devising theories for securing a com- 
plete financial estimate of all the features of a railroad, when the question 
which might well engage their attention in this connection is, what part 
of this value shall be subjected to taxation, .in placing the tax burdens upon 
this class of property, the same as it, in fact, rests upon other property, in 
proportion to value? 

‘Professor Meyer says that a railroad is worth what it can earn. Pro- 
fessor Seligman thinks that taxation of net recipts is a more equitable sys- 
tem of taxation than any other, and, speaking of the operation of the Ford 
Bill in New York says that its object is to hit the difference between the 
value of the tangible property and the total value of the corporation, or the 
goodwill of the business. Professor Adams’ paper read to-day is devoted 
largely to showing that there exists a peculiar element of value in railway 
property, that may be reached for taxation by widening the jurisdiction of 
the general property tax so as to reach this peculiar value, meaning the 
value of the business as a going concern. 

“The Northwestern railway, meanwhile, in the State of Michigan, with 
no change in its property and no addition to its earnings, finds its tax bill 
in the first year of this widening of the jurisdiction of the general property 
tax leaping from $78,000 to $234,000 and the proportion of tax to net re- 
ceipts reaching a modest 105 per cent. 

“Tt will not do to say that economists are not concerned whether rail- 
roads are compelled to pay more than an equal share of the taxes of. the 
state, in proportion to the value of their property, compared with all the 
other property. That is the very question about which they ought to be 
concerned. The aggregate assessment made by local assessors upon the real 
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and personal property in the Michigan counties in which the Northwestern 
road is situated, is below fifty per cent. of the true aggregate of such pro- 
perty, and the rate levied thereun does not exceed ten mills; but the pro- 
perty of the railroad company, in the same counties, is assessed at over 
one hundred per cent. of full value, and a rate of sixteen and a half mills is 
levied upon that assessment. No fair-minded economist will justify such 
inequality. If, in the general assessment, through undervaluations and 
omissions from assessment, it results that the total valuation of the general 
property does not exceed thirty or fifty per cent. in value, that fact must 
have consideration in any logical or just administration of the ad valorem 
system. On the other hand, if income is made the test, a railroad is no 
more worth what it can earn than other property is worth what it can earn. 
If income is the most equitable measure of value, then provide an income 
tax that will reach the income value of all business enterprises alike. 

“The law of Michigan provides for the ascertainment of what is de- 
nominated the “average rate’’ of taxation, by dividing the sum of the valua- 
tion of the general property of the state into the aggregate tax collected 
from the general property; and this so-called ‘‘average rate is levied upon 
every railroad wherever located. 

“Is it not feasible to ascertain by investigation what is the true aggre- 
gate annual income of the general property of the state, and deduce there- 
from the proportion of such income which, upon the average, is paid in taxes 
by the general property, and fix that as ‘the rate which each railroad com- 
pany shall pay upon its net receipts? 

“T am speaking now only of the economic, and not of the legal, aspect 
of the matter. Under the present system, we can draw from the general 
property, to compare with railroad property, no test except a local assess- 
ment, crude, contradictory, and made by the taxpayers themselves, or by 
those whom they elect to office, from which is deduced what is called an 

“average rate,’ to be levied upon railroads at excessive estimates of value, 
derived from capitalizing their earnings at low rates. 

‘‘Economists can surely devise methods for ascertaining the proportion 
of earnings paid in taxes by property in general, and applying such rate to 
the net earnings of railroads, which will produce less inequality and injustice 
than grows out of such manifest maladministration of the ad valorem law. 

‘‘Tf I do not misunderstand Professor Adams, he may not dissent,in prin- 
ciple, from this view of broadening the income tax. Referring to certain 
manufacturing industries doing business under conditions which may secure 
to the proprietors a return considered in excess of the normal return, he says: 

‘“*The Government retains the right to regulate prices, if need be, so as 
to extinguish any surplus value. 

/ *“He would, doubtless, be willing to add that the Govenment, in addition 
to regulating the prices of such manufacturer, may also tax him, if need be, 
so as to extinguish any surplus value in his property. 


‘“Are economists ready to inaugurate this tax system for such industries ? 


Take for illustration, the banking industry. That capital employed in 
banking enjoys a much higher return than that invesed in rail- 
roads, is well known; and it, therefore, must be in excess of the normal. 
Shall Government employ the taxing power as a means of Salar Nespas 
surplus value in the banks? 


“Tt may be of comparatively little moment that owners of Ae Ep 
- protest against the application of these methods to their property, as a class, 
_ and to no other property ; but it is a matter of importance to us all to know 
whither we are tending.”’ 
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Mr. Thos. F. Woodlock. In New York the Ontario Commission had 
an interview with Mr. Thomas F. Woodlock of the Wall Street Journal, 
author of “The Anatomy of a Railroad Report’? and a recognized author- 
ity on financial and railroad matters. Mr. Woodlock strongly favoured 
the system of taxing railroads on their gross earnings, as the fairest prac- _ 
ticable method for all parties. His position may be gathered from the fol- 
lowing extracts from the interview :— ¢ 


“Without pretending to be an expert, I have always felt that the safest, 
fairest and easiest way of taxing railroads was on earnings, either gross 
or net. ‘Now there are objections to taxing gross, and there are objections 
to taxing net; in fact there are objections to any scheme you can think of. 
An advantage in the case of gross earnings is that the auditor of the com- 
pany makes the assessment, in other words, you cannot charge expenses 
for wholesale betterments, etc. On the other hand, if you tax gross earn- 
ings it may happen that one railroad is compelled to operate at 75 per cent. 
of expenses, another at 50 per cent., and so on. But on the whole, it seems 
to me that the gross earnings’ system has the preponderance of suitability 
for this purpose, because the gross earnings are easily ascertained. 

As to the distribution between provinces, he said: “The provinces ad- 
joining on the east or west might be getting an undue proportion of the 
benefits, which they do not help to provide, and, therefore, should not tax. 
It seems to me that the business originating either way in Ontario, and a 
fair proportion of the through business, would be the proper gross earn- 
ings for the Province of Ontario to base the taxation upon. 

“The proportion derived from local and long hauls depends much on 
the character of the business; the matter evens itself out pretty well. There 
seems to be a sort of rough justice in it. Of course there are going to be 
hardships as between provinces. They cannot be avoided. 

“The principle of taxing a railroad on gross earnings between certain 
boundaries comes as near to giving that section its proportion of the aver- 
age value of all business as you can get. Because where that particular 
section is extra valuable then you get your local traffic in; where it is not, 
you get your through traffic. It seems to me, therefore, that this system of 
valuation is more fair than any way of basing your valuation on road bed, 
rolling stock, earnings power, ¢tc., etc. 

“In the long run gross earnings fix the taxable value. Capital will 
bring what it will bring. Therefore, if you can get at the income in some 
way you are getting to the very heart of the thing, and you are eliminat- 
ing such things as tend to obscure it.’’ 

Mr. Woodlock recalled the case of J. J. Hill paying over $50,000 a mile 
for the Burlington road, which would not cost over $30,000 to build; some of 
it not above $18,000-——yet Hill paid $50,000 for it and it was a good bargain 
because he gets the money out of it. 

“The great question is as between gross and net earnings. Naturally 
I would very much prefer the latter, but it is so difficult to draw the line 
between what is maintenance and what betterments. If you could get a 
perfectly uniform system of bookkeeping it might be of some use, but you 
cannot get a uniform system of charging betterments. ; 

“Tf a railroad will give me their gross earnings correctly, I defy the 
to do any monkeying with the figures afterwards. The gross earnings are 
the one thing we can swear to. 

As between the lines with heavy and light traffic, he said: “It is true 
that the tax payable by the poorer line, operating in the rear districts of 
the country, will be proportionately larger, to some extent, but in point of. 
fact the actual amount of the hardship will be very small. 
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“I see no objection to a graded tax, because where there are greatly 
varying conditions you can grade, $3,000 per mile so much, $6,000 per mile 
so much, $10,000 per mile so much, etc.’’ 

As to branch roads, he claimed that these roads were running to feed 
the main system, and it payed to run them; if not directly yet in indirect 
benefits. . 

He gave several illustrations of the impossibility of valuing a road on 
its cost or capitalization: “The St. Paul Railroad about ten years ago had 
gross earnings amounting to $4,900 per mile; they are now $7,200 per mile, 
an increase of pretty nearly 50 per cent. The capitaliztion-of the St. Paul 
road ten years ago was, roughly speaking, $31,000 per mile, and to-day 
probably $30,000. The value of the St. Paul road to-day is very different 
from what it was ten years ago, and yet there is nothing in the St. Paul 
road in its tracks, perhaps they have substituted 60 Ib. rails for 50 in a 
section or two, a little more paint on their cars, bigger terminals, etc., but 
nothing like the 50 per cent. increase in value which has come from the 
earnings. It seems to me that the whole thing is the earnings. Now take 
the case of the Pennsylvania R. R. In some places they are on their fifth 
location that is to say in some sections they have four times built a line 
and thrown it away, so that the present is their fifth location; nevertheless 
they have only the one line to-day in place of the five built and thrown 
away. the books show only the one line as property held by the railway, 
and that is all the property you could tax.”’ 156 


Mr. Hugh L. Bond. At Baltimore the Ontario Commission inter- 
viewed Mr. Hugh L. Bond, second Vice-President of the Baltimore and 
Ohio Railway, who spoke very frankly and interestingly of’ the various 
methods of taxation encountered by their railroad, and of what he consider- 
ed to be the most reasonable system of railroad taxation. As a result of his 
wide experience he had reached the conviction that the gross earnings sys- 
tem was the fairest for all parties. His views were expressed as follows : — 

“It was the early custom in this State to exempt railways from tax- 
ation. The Baltimore & Ohio system property in Maryland is exempt from 
taxation, but of. course the Baltimore & Ohio has grown, so that the Mary- 
land part is the smallest part of it. We are not altogether exempt from 
taxation, that is, we have an agreement by which we pay one per cent. of 
the gross regeipts in the State of Maryland in consideration of certain rights 
granted by the State, and under which agreement certain things are to be 
done by the company. In Virginia and West Virginia the original charter 
exemptions did not extend. The system now extends from New York to 
Chicago and St. Louis, and consequently we have all sorts of taxation. 

“We pay taxes in New York, Pennsylvania, Maryland, District of 
Columbia, West Virginia, Ohio, Indiana and Illinois, and in no two of 
those States is the system the same. Relative to other property, I think 
it is safe to say that probably in all those jurisdictions, in the absence of 
some contract with the State in regard to taxation, the railroad pays more 
on its property than an ordinary individual pays on his; of course you 
would rather expect that. I think this is so as compared with other cor- 
porations too, because there are very few corporations whose property is as 
tangible and easily ascertained as that of a railroad, and in many of the 
States the manufacturing corporations are treated very leniently because 
they want them located in the State. For instance, this city exempts the 
plant of a manufacturing corporation from city tax, and that is not an 

- uncommon thing in other cities. 
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“Now the fairness of railroad taxation depends a great deal on the 
fairness of the men who administer the tax laws. There is no self-execut- 
ing tax law that I know of, except the tax on gross receipts. I think the 
general feeling among the railroad men is that that, perhaps, is the fairest 
basis of taxation, because a railroad is valuable only as it earns; the question 
of how much money there is in it does not really represent its value, for 
the reason that a great many roads in the nature of things were built ahead 
of the needs of the country, and it is rather in the interests of the country 
to have them ahead of their needs if they can get them, but railroad people 
do not object to paying taxes on gross receipts, because they do not have 
to pay taxes unless they have something to pay them on. Not that any- 
thing really reconciles a tax-payer to paying taxes, but he feels better when 
he has the money. In this country, however, this question is seriously 
hampered by the question as to how far a State can tax gross receipts. The 
Supreme Court decisions are pretty clear that as a general thing the State 
cannot tax gross receipts on interstate business, and while you find in 
many of the States that the tax laws do apparently tax the gross receipts 
on interstate commerce, and you find that the railroads are paying those 
taxes, it is extremely doubtful whether those taxes are legal. At the same 
time the railroads pay them because they consider them the fairest form 
of taxation. That is the general form of taxation for state purposes’in this 
State of Maryland. A railroad organization subject to our general tax 
laws, would pay local taxes on the basis of an assessment by the local 
assessing officers, i.e., county and municipal taxes generally, but the State 
taxes are on the basis of gross receipts, on a sliding percentage of gross 
receipts per mile. The railroads pay their tax, although the validity of it, 
while upheld by our vourt of Appeal, is really very doubtful, if taken to the 
Supreme Court. 

“In Pennsylvania, with the exception of Philadelphia and Pittsburg, 
there is no taxation for local purposes. All the taxes go to the State. 
Now. the taxes are of two sorts: first, the tax on bonds held in the State; 
the other the tax on capital stock. The tax on capital stock is really a tax 
on the property of the company as assessed by the state officers. Where 
there is a market for the stock and it is actually traded in and all that, they 
take that as the main element of proof of the value of the property, but a 
large part of the railroads in the State have capital stock which is not on 
the market but is held by a parent company, like the B. & O. In that case 
they make a personal inspection of the property and make a valuation based 
on that and on earnings. The~ have really said if we tax you on the vari- 
ous properties you are really paying on the capital stock, and in a spint of 
fairness they have even gone so far as to allow us to deduct or allow for 
these items. 

“Under the law of Pennsylvania you are subject simply to the fairness 
of the assessing officers. It is perfectly within their power to put one rail- 
read up and another one down, or take any valuation they choose, and t 
would be next to impossible to attack it in the absence of bad faith, ete. 
Now in Ohio the method of asessment is a little different. In Pennsyl- 
vania it is done by the State officers. In West Virginia it is done by the. 
State Board of Public Works. In Ohio the actual assessment of the pro- 
perty is done by the county auditors meeting together; that is, the audit- 
ors of each county in which the particular railroad is located meet together 
and decide on the total valuation of the railroad. That is subject to re- 
view by the Board of Review, composed of State officers, but that practical- 
ly is only for purposes of equalization: Now, if it is part of an interstate 
road they are entitled to consider it as a whole and decide on a mileage 
basis. They, of course, get reports from the railroads. On this assess- 
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ment that I have spoken of, the local taxes as well as the State taxes are 
based, but on top of all there is a gross receipts tax of one per cent. which 
goes only to the State. Now the origin of that gross receipts tax was that 
in 1896 the State of Ohio was “broke’’. They did not know how they were 
going to make both ends meet, and they needed $200,000 and they came 
to the railroads and asked them to help them out. To help them out the 
railroads agreed to pay one half of one per cent. on the gross receipts, not 
only on local traffic but on all their traffic, although they only did it be- 
cause they agreed to do it. . 

_ “Qur experience in Ohio, however, has not been very cheerful, because 
that tax, which was intended to raise $300,000 actually, on account of the 
increase developed into $600,000, and not only that, but the State officials 
came down and said they had to have $600,000 more, so we had to give 
them one per cent. instead of the half of one per cent. 

“The State Board of Indiana adopts an arbitrary system of assessment. 
It is not a difference in law; merely a difference in assessment. They base 
their assessment on gross receipts and then they make an arbitrary deduc- 
tion for operating expenses and they say the difference is net, which ought 
to be capitalized to find out what the value of the property is. We make 
a report of the details of the property, but it does not amount to sour 
apples. The fact is that the only thing they look at is the gross earnings, 
but if you can show your position to be exceptional and that the basis which 
they use would be unfair to you, they do reconsider it. 

“Their ordinary rule is to take 70 per cent. of the gross earnings as 
operating expenses and capitalize the remaining 30 per cent. Now that °‘s 
really arbitrary. There are no two roads which have the same ratio of 
operating expenses. It depends on the traffic. Now we have no local 
traffic in Indiana at all; simply on the Chicago through line, and it moves 
at a very low rate. The only thing that keeps it up is the volume, and 
there they have modified their rule somewhat, because they know it is im- 
possible that 30 per cent. of those rates should be net. We have to haul 
in competition with the lakes, and if there is any profit in the through 
haul we have to take that. 

“On the whole, I think the most equitable basis for the taxation of rail- 
roads is the gross receipts basis, but you won’t find that carried out in al- 
most any State in the Union, because of doubt as to the validity of the 
system. They use all sorts of subterfuges to protect themselves, even in 
Minnesota. There is no reason why you should not make a perfectly clear 
and straight Act in your country, but in this country the State is afraid 
to do that because litigation which attacks your whole revenue basis is a 
very serious thing for a State, and you cannot afford to risk it. So they 
~ get around it in all sorts of ways, and use it really as a basis through the 
method of assessment. There are only two ways of doing it. One is to 
have an assessment by the legislature, which will have in the end to get 
down to the gross earnings basis; the other is to have an assessment board 
of officials, which is better from a scientific standpoint, officers whose 
jurisdiction covers the whole State. They are not always the fairest to the 
railroads, but it is, generally speaking, fairer and more scientific to have 
special officers.. You will either require to have an assessment by a local 
board or an assessment by the legislature, which must be made on the basis 
of gross receipts. It would be, of course, ideal if you could have it on the 
basis of net receipts, but that takes in so many methods of accounting, and 
it would not be self-acting. Of course you cannot have any system of tax- 
ation which will not work some hardship on someone.”’ 157 
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President of N. ¥. Central. At New York the Commission had an 
interview with Mr. W. H. Newman, President of the New York Central 
Railroad, and Mr. 0. G. Getzen-Danner, Tax Agent of that system. While 
they freely discussed the subject of railroad taxation, they did not wish 
to have their statements specifically quoted.’ In substance, however, their 
views on the leading points were as follows: 

In their opinion the railroads, in proportion to other property or busi- 
ness enterprises, were as a rule overtaxed. This they held to be particu- 
larly true in the State of Michigan, whose system is unfair to the railroads 
and precludes all knowledge as to the real proportion which the railroads 
should pay. The effect of the Michigan system, in the long run, must be 
to injuriously influence the business of the State by discouraging railroad 
enterprises in it; and by tending to drive it to other States where the rail- 
ways are treated more liberally or more justly. 

They considered the system of taxing railroads on their gross receipts 
as much the most equitable and practical, and thought that three per cent. 
on gross earnings might be taken as a reasonable rate, other things being 
equal. Mr. Getzen-Danner thought that there ought to be a graded scale 
of rates by which the newer or poorer roads would be charged a lower per-. 
centage than the more fully developed ones. As to the principle upon 
which the taxes should be apportioned, between the different States through 
which the same railroads ran, they considered that system the fairest by 
which local traffic was considered as belonging wholly to the State in which 
it was conducted, while through traffic was divided between States on a 
mileage basis. 

If, however, railroad property must be valued as a basis for taxation, 
then they would favour the valuation and taxation of railroads as a whole 
by the Federal Government, and the distribution of the taxes to the differ- 
ent States. Failing that, there should be at least a Federal valuation of 
the railroads, with an apportionment of the valuation to the different 
States, leaving it to the individual States to fix their own rates and collect 
their own taxes. In no case, however, should the valuation be left to a 
miscellaneous series of local municipalities. . 

All things considered, they regarded the gross earnings system of taxa- 
tion as much the best, and were sure that the necessary returns could be quite 
accurately obtained from the different railroads. At the same time the 
State tax officials should have the right to investigate the books of the 
companies. 
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Difficulty of levying, 12. 
Prejudice against, in the United States, 48, 61, 76. 
Should not apply to railroads if not to others, 91, 203, 205. 
As regards railroad companies in general, 48, 203, 204, 205; in Ontario, 176; cther 
corporations in Ontario, 178. 
Reserved for provincial purposes in British Columbia. 186. 188. 
4 


Indiana; 53-63: 


Statutory provisions, 54-59. 
Relations of State and Local Assesscirs, 54-59. 
State Board of Tax Commissioners, appointment and duties, 54-60. 
General method of valuation, 60-61; based upon earnings, 209. 
System commended, 96. 
Statistics of Railroad Assessment, etc., 62. 
Inequality in Taxation, 34, 64, 77, 84, 90, 112, 123, 147, 205. ; 
Result of attempt ta tax private and corporate property on same basis, 11, 24, 
. 84-86, 170. 
Due to graduation of taxation, 23. 
Due to imperfect assessment, 72, 73, 95, 205. 
Inheritance Tax; (see succession tax.) ! 
Insurance Companies, taxation of, Minnesota, 104: Massachusetts, Deo 
Interstate business, tax on, 15, 34, 98, 162, 163, 208. 
Interstate Commerce, interference with, 16, 34, 124, 149, 156, 193, 208. - 
* Treland, special character of system of railroad taxation, 168, 171, 175. 


J 


Tee in taxation, 77, 191. 
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K 
Kingston & Pembroke Railway, 20, 22. . 
L 


Legal and Economic Conditions contrasted, 193) 194, 195, 197, 205. 
Legal fictions in taxation, 16, 17, 104, 166, 193, 209. 

Local Assessment. (See municipal assessment.) 

Local Taxation. (See municipal taxation.) 


M 


Maine, 106-114. 
Statutory provisions, 107-111. 
Compared with Minnescta, 106, 112. 
Taxation of railroads, 107-109. 
Distribution of railroad tax to cities and towns, 107, 112. 
Taxation of other corporations, 109-110. 
Revenue from corpcrations, 111. 
Working of system, 112. 
Statistics of railroad taxation, 113. 
Manitoba, 183-186. 
Change from municipal to provincial taxation, 183. 
Statutory provisions, railroads, 183-185; other transpcrtation companies, 185. 
Provincial revenue obtained from railroads and other corporations, 186. 
Maryland: treatment of Baltimore and Ohio Railrciad, 207. 
State tax based on gross earnings, 208. 

Massachusetts, 114-1925. 
Statutory provisions, 117-120. 
Railroads treated as general corporations, 114, 115. 
Tax on railroad stocks and bonds, 15, 115. 
How franchise tax is determined, 116. 
Distributicn of tax to municipalities, 116, 120; 121. 
Criticism of certain features, 121-129. 
Views of Professor Bullock on the State system, 123. 
Reason for large revenue from railroads, 124. 
Statistics of railroads and taxation, 124-1925. 

Michigan, 32-53. 
Constitutional and Statutory provisicns, 32,.34, 42-46. 
Change of system, 16, 33, 42; results, 14, 47. 
Tax Commission; appointment and duties, 35; reforms effected, 46; difficulties 

met with, 47, 49, 52. i 

Berane appraisal; physical property, 36-38; non-physical property or franchise, 
Transportation corpcrations, (other than railroads), 33, 43, 44. 
System of taxation criticised, 59, 90, 203-205, 210. 
Statistics of assessment and taxation of railroads, 50, 51. 

ee ae Railway, assessment and taxation in Michigan, 51; Indiana, 62; 

lncis. 74, 75, : 


Mileage, as determining taxation: 


Railroads. (See railroad taxation, and valuation.) 
Other corporations, in Indiana, 59; Wisconsin, 89; Ontario, 178; Quebec, 181; 
New Brunswick, 182; Manitoba, 185. 
Minnesota, 94-106. 
Constituticnal and statutory provisions, 102, 103. 
Taxation of railroads on gross earnings, 94, 95. 
Report of State Tax Commission, 95-101. 
Sclurces of State Revenue, 100. 
Views of Governor and State Officials on system, 103-105. 
Railroad and Warehouse Commission, 105. 
System compared with that of Maine, 106. 
Statistics of earnings and taxes of railroads, 106. 
Monopoly Value. (See franchise.) : 
Municipal assessment, in Indiana, 54,-59; Illinois, 64, 72; Wisccnsin, 84: Vermont, 
159; Ontario, 176, 177. i 
Difficulties of, in case of extensive properties, 132-138, 167, 172. 

Municipal taxation, of railroads, 25, 29: in Indiana, 56; Illinois, 69, 72; Maine, 107, 
111, 112; Massaschusetts, 115, 120, 121, 123; New York, 126, 127, 132;)Pennsyl* . 
vania, 138, 144, 145; New Jersey, 153, 155: New Hampshire, 164, 165; Britain, 
166-172; Ontario, 176-178; Quebec, 180, 181; British Columbia, 186; Northwest 
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te ekritaris, 190; Ohio, 208; Maryland, 208. 
Of other transportation companies, in Indiana, 59; Maine, 110; Massachusetts, 
119, 120; New York, 127; New Jersey, 158; Britain, 172; Ontario, 178. 


N 


Net earnings. hag under railroad taxation.) 
Newman, W. H., 
New Brunswick, Shae 183. 
No special taxation for railroads, 182. 
Change provided for, 182-183. : 
Ria 0-33) Provincial tax on other transportation ccmpanies, 182; revenue derived, 183. 
_ New Hampshire, 164-166. 
1 Railroads taxed on ad valorem basis, 164. 
Distribution of tax, 164; based on holdings of stocks and bonds, 165. 
Taxation of telecraph and telephcne companies, 165. 
Statistics of assessment and taxation of railroads, 165-166. 
New Jersey, 153-159. 
No direct State taxation, 153. 
Classification of railroad property for taxaticn, 154 
Special features of system, 154-156. 
‘Difficulties encountered, 156, 157. 
Attitude cf public, 157. 
Statistics of assessment and taxation, of railroads, 158; of other transportation 
companies. 159. 
New York State, 125-137. 
Statutory provisions, 127. 
Transition from old tc new system, 126. 
Railroads included under general corporations, 127; subject to different taxes, 126. 
Discussion of railroad taxation by courts, 132-134. 
Further reforms under consideration, 196. 
/ Statistics cf assessment and taxation of railroads, 186, 137. 
ENon- residents, taxation of, 110. 1 
-Non-physical property. (See franchise.) 
North Dakota system of railway taxation, 93. 
Northwest Territories, 190-191. 
Railways subject to municipal taxation only, 190. 
Canadian Pacific Railway claims exemption from all taxation, 190. 
Nova Scotia; corporations taxed for municipal purposes, 182; certain railways exempt, 
182. 
O 


Ohio, Nature of railroad taxation, 208, 209. 
Ontario, 176-180. 
Statutory provisions, 176-177. 
Historic conditions, 176. 
Fortunate position in regard to taxation, 8, 9, 29, 209. 
- Sources cf revenue, 8: provincial distinct from municipal and national, 9. 
Provincial taxation of railroads and other corporaticins, 179. 
Gross earnings tax as appicable to railroads of the Province, 16, 20-23. 
Stock and bond basis of valuation not suitable, 15, 16. 
Proposed apportionment of railroad taxation, between municipalities and Pro- 
vince, 30. 
_ Gross receipts of railroads assignable to Province, 31, 206. 
Provincial Board of Taxation proposed, 31. 
Statistics of Provincial revenue from railroads, 180. 
- Operating expenses of railroads. (See under railroads.) 


- Ottawa and New York Railway, 20, 22. 
pa PY 


ie 
a _ Parlour Car Companies, taxation of, in Michigan, 33; Indiana, 59; Wisconsin, 89; 
- Maine, 109; Vermont, 162. 
Patterson. Stuart Cy lAS Pray. 
- Pennsylvania, 137- 153. 
Statutory prcivisions, 139-144. 
Historic development, 138. 
Railroads included under General Corporation Tax, 138. 
Railroads taxed on stocks, 138, 108. 
Difficulties in taxing bonds, 123, 147-148. 
- Limited municipal taxation of ‘railroads, 144, 208. 
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Proposed amendments of State system, 145-150. 
Statistics cf taxation of railroads, ete., 150-153. 
Pere Marquette Railway, assessment and taxation in Michigan, 51. 
Personal property, taxation of, 85, 95, 96, 135, 188, 149. 
Increase of, in modern times, 192. 
Largely made up of corporate securities} 199, 
Pingree, H. S34: 
ipe line companies, 180, 149. 
Private property differs from corporate, 10, 11, 12, 24, 80, 92, 97, 161. 
Provincial taxation, distinct from national and municipal, 8, 9, 10 


Best suited for railroads and other corporations, 12, 25, 29, 
nd Provincial Finance, 25. 


ie aa en ee 


Q 

Quebec, 180-189. 
Statutory provisions, 18], 
rovincial tax on various 


transportation ccmpanies, 181, 
rovincial revenue from ra 


ilroad and other corporations, 18]. 


R 


a en aa 


Railroads ; 


No market for} 13, 14° 92, 203. 


Operating expenses in proporticn 
rosperity not uniform, 202, 203 

Regulation of, 73, 202. 

Relations of, to tax boards, 112, IBM ep) 

Reliability of their reports, 80, 98, 104, 113 

sveturns required from, in Michigan, 43; I 

76, 81, 86; Minnesota, 94, 104; Maine, LOZ) Vie Massachusetts, 

New York, 131; Pennsylvania 1 


to earnings, 18, 19, 21, 82, 83, 90, 209. 


, 173; Ontario, LGR TZ. 
Special character of their proper 


x 
ndiana, 57; Illinois, 68, 70; Wisconsin 


L525 7a 
» 139-140, 142: New Jersey, 154; Vermont, 160 
New Hampshire, 164; Britain. 1] 


( 


: 
j 
: 
f 
: 


4 


\ 


; Quebec, 181; Manitoba 
h Columbia, 187; Northwest Territories, 190 


ty, 18, 14, 16, 24, 79, 82, 99, 161, 167, 168, 170, 172, 
198-201, 202, 207. 


Uniform accounting for, 41, 104, 124, 206. 


entatives on taxation, 89-94, 173, 201-205, 207-209, 210, 
Railroad Commission, tax for support of, 107, 108, 120, 126, 198. 


i jy24" 73.405. 
Railroad Tax Commissioners. 90-94, 173, 176. 


On ad valorem, or general 


if 
property basis, 198, 203; in Michigan. 14,. 42,47, jee 
203, 204; Indiana, 53-6 


New Jersey, 1d 
e, 164; Nova Scotia, 182; British 


1; Illincis. 66-69: Wisconsin, 86-89 ; 
155; Vermont, 159, 160; New Hampshir 
Columbia, 186. 


Difficulties of, 13, 14, 23,. 47, 61, 78, 92, 155, 156, 161. 


Effects of, 13, 14, 48, 80, 91, 94, 103, 105, 196, 205, 208, 

Defended, 197, 198. i 

On gross earnings, 17, 65, 66; 985194. TAO mean Michigan, 32: Wisconsin, 76> Min- 
nesota, 94, 102, 103; Maine, 107, 112; N 


ew York, 126, 130; P 
yland, 208; Ohio, '209 


; Indiana, 209. 
Recommended, 93, 94, 112, 149, 206, 207, 208, 209, 210. i 


On franchise. 16. 26, 28, 91, 99. 107, 157, 198. 198 - 


; in Massachusetts, 115-117; N. . 
York, 196, 128-1384: New Jersey, 154, 155-157. 


On capital stock. 140, 147, 194, 207 


On real estate, Ontario, 176-178 . Quebec, 181; New Brunswick, 189. 
On mileage, Ontario, 179: Quebec, 181: British Columbia, 186. 
License tax, 163. 


Organization, or bonus tax, 126. 129, 189; 144: 


4 


ennsylvania, 138, 
166, 168-171, 173; New Brunswick 
(Proposed), 183; Manitoba, 183, 184: Mar 
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